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ABSTRACT 


Patents provide an exception to the normal freedom of trade 
that is supported by competition law. Difficulties arise in limiting 
the use to which a patent monopoly is put lest the stimulus of innovation 
which patents are designed to achieve is counterbalanced by an over- 
encroachment on principles of competition law. A situation where there 
should be little difficulty in determining that an overencroachment has 
taken place is when a patent lacks validity due to a failure to satisfy 
the requirements of patent law. This observation has been to a great 
extent overlooked, however, in the evolution of the common law doctrine 
that the licensee or assignee of a patent is estopped fram denying the 
validity of the patent. The doctrine has emerged from application of 
the rules of the law of contract that were in existence during the early 
evolution of the doctrine. A closely related doctrine of slightly 
different origin is that the assignor of a patent is also estopped from 


denying the validity of the patent in a dispute with the assignee. 


The manner in which the estoppel doctrines developed is 
examined and the appropriateness of the doctrines on a party to party 
basis is discussed. - the interest that the public at large may have in 
setting aside an invalid patent and the effect that the estoppel doctrines 


have on the broader public interest is considered. 


Trade secrets have subject matter that can be very similar to 
that of patents although their subject matter may not be such as to 
qualify as patents. By comparison with the tests for patent validity 


the tests that have been developed tq determine whether something can be 
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properly characterised as a trade secret are very vague. Whilst more 
limited in scope than patents the protection of trade secrets can bring 
about significant restraints of trade. This cannot be justified in the 
way that patents can be justified in that trade secrets are not given 


over to the public domain after a limited period. 


The development of the law of trade secrets is traced. A 
feature of this development is the manner in which compartmentalization 
has occurred with considerations of protecting confidence and good faith 
being made with little regard for the effect this may have on restraint 
of trade. Finally some reflections are made on the way in which patent 
rights and trade secrets tend to be packaged and the problems that can 
arise if patents are subject to controls from which trade secrets remain 


immune. 
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CHAPTER ONE 


1. Competition Law and Patents 


Patent law has a common goal with some aspects 
of competition law: the Ssiaeren of irinovation. The method 
of achieving this goal puts them into conflict, however, in that 
the patent grant makes it an exception to what would normally 
prevail under competition law. This brings about the situation 
that the greater the competition in a particular field the 
greater is the value of immunity from competition brought about 
by a patent grant and hence the incentive to gain a patent is 
increased. That is, the strength of patent law depends on the 
degree to which it conflicts with the normal thrust of competition 


law. 


Artificial restraints on the ability of persons 
to enter markets has always been a prime target for persons 
concerned with competition policy. Because the patent grant gives 
the patentee a right to exclude others from making, using or selling 
the patented invention, {it constitutes a complete bar to entering 
the field covered by the patent. It was during the time of rapid 
industrial change in the second half of the nineteenth century 
that patent laws of the general character of today's patent law 
replaced the rudimentary patent laws that existed in the United 


Kingdom, Europe and the United States of America up until that time. 
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There was fierce public dabhne at that time between supporters 
of patents and free traders as to whether patents warranted 
the status of exceptions to the normal rule. Descriptions of 
the history of these battles and the economic arguments put 
forward are to be found in the work on this topic by Beunodes 
and by MachTupe Machlup notes that the main points on which 


debates have centred since that time had not Beeneeana 


Some light has been thrown on matters which 
had previously been mainly assertions alone in the work of 
Taylor and Silberston in the United eingdons and Firestone in 
@anada.2 These works drew on material derived from extensive 
surveys of industry and were prompted respectively by the 
Banks Committee on the Patent Syacen and the brief to the Economic 


Council of Canada to report on Intellectual and Industrial Beoperty<. 


Penrose, Edith T. "The Economics of the International Patent System" 
(Baltimore: John Hopkins Press, 1951). 


Machlup, Fritch "An Economic Review of the Patent System" prepared 
for The Subcommittee on Patents, Trademarks and Copyright of the 


Committee on the Judiciary, United States Senate, 1958. 


Thi.d yup wos 


Taylor C.T. and Silberston Z.A. The Economic Impact of the Patent 
System - A Study of the British Experience" (Cambridge U.P. 1973). 


= Firestone 0.J. "Economic Implications of Patent" (Ottawa U.P. 1971). 
6 
7 


Economic Council of Canada "Report on Intellectual and Industrial 
Property, Information Canada, 1971. 
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In these works there is some canvassing of 
the basic question of whether the patent system eed be 
maintained. Modifications are suggested but in the absence of 
clear alternatives that would satisfy some of the desirable goals 
that the patent system attempts to satisfy no fundamental 


alterations are suggested. 


This thesis does not attempt to explore the 
basic question of whether maintenance of the patent system is 
appropriate. It is concerned with what can be regarded as a fringe 
area of patents, albeit a fringe with an important practical impact. 
This fringe is in the area of licensing and assigning of patents and 
matters related to patents. Some further background may put the 


specific topics of this thesis in perspective. 


If one accepts that a patent system of the general 
character of that in use in the United Kingdom, Canada and the 
United States of America should be maintained one is still confronted 
with the problem of the extent to which the patent owner should be 
permitted to go in exploiting his monopoly position. This can be 
viewed from two angles. One is the use of the patent in a direct yet 
negative fashion. This is the use of a patent to keep persons out 
of the market with the patent holder himself making virtually no 
exploitation of the invention covered by the patent or the use of it 


to make limited exploitation of the invention with consequent increase 
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of the price of goods made under the invention due to their 
scarcity. The other angle from which problems emerge is when 

use is made of the patent and advantage is taken of market 
strength to extract terms on matters that are not directly related 
to the patent. That is, a person may be licensed to use the 
patent but only on the condition, say, that other goods are 


purchased from the patent holder. 


The above types of activity are regarded as 
"abuses" of the patent monopoly right and for many years the United 
Paedoac and Canadien Patent Acts have attempted to provide remedies 
for such activities. In Canada there is also a provision of the 
Combines Investigation Act which is levelled against an overreach of 


the rights conferred by a patent.” 


Under the Canadian Patent provisions, two remedies 
are available if abuse of rights are established. The Commissioner 
of Patents may order the grant of compulsory licenses or, in extreme 
cases where the Commissioner is satisfied that a compulsory license 
cannot remedy matters, he may revoke the patent ene Similarly 
the use of a patent to unduly limit competition may result in the 
Exchequer Court of Canada making a direction under S.29(g) of the 


Combines Investigation Act that licenses be granted or the patent be 


8 Sections 37 - 41 


9 Sections 67 - 71 


a RuSs Cancels, 5.29 


it Section 68 
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revoked. The Exchequer Court also has available the possibility 
of declaring void any provision in any patent license that 
unduly limits competition or restraining any person from exercising 
any such term of a piety 

Compulsory licensing has never been available 
under the United States Patent Act. Through rules that have 
evolved from anti-trust law, however, there are some very significant 
limitations on the manner in which patent rights may be exploited. 
It is possible that many of these limitations apply to Canadian 
law also as the broadly expressed legislative provisions could be 
so construed as to embrace them. In the absence of any significant 


case law in Canada in this field this can be conjective only. 


A major practical distinction between the 
position in Canada as against that in the United States of America 
is the difficulty a licensee or potential licensee faces in taking 
effective action. In the United States of America an anti-trust 
action for triple damages may be brought by a person alleging that 
a patentee has gone beyond the bounds of what is accepted as 
legitimate exploitation of a patent. No such remedy is available 
in Canada. Under the Patent Act provisions relating to abuse of 
exclusive rights, section 67(1) permits application by the Attorney- 


General or an interested person to the Commissioner of Patents with 


3 Section 29(e), (f). 
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a request for relief. Such an application can only be made 
after three years have passed since the grant of the patent. 
Furthermore, relief is limited to the Commissioner granting 

a compulsory license or revoking the patent. These potential 
sources of relief may be of assistance to a person interested in 
gaining a license from a cae who is not exploiting his patent 
in Canada and is not willing to negotiate reasonable licensing 
conditions. They will be of very little assistance, however, to 
a person who wants a license at an early stage of what is a 
patent's effective life. Any license negotiated at such a stage 
will be negotiated with the patentee very much in a position of 
strength. He will not need to be conscious of the daunting 
repercussions of a triple damages action at a later time if the 


conditions exacted are overburdensome. 


Three of the abuse of rights provisions under the 
Canadian Patents Act specifically relate to licenses. If trade is 
prejudiced by a refusal to grant a license under reasonable terms 
and it is in the public interest that licenses be granted, this 
constitutes an AAS So too, if a license has been granted and 
trade is prejudiced by conditions attached to the iicereens 
Finally, it is an abuse of a patent to use a patent relating a process 
to unfairly prejudice the manufacture use of sale of unpatented 
materials used in the process. 


1S Section 67(d) 


14 Section 67(e). 
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There is a very limited number of Canadian cases 
resting on these provisions. The related provisions of the 
United Kingdom olin are very similarly worded, however, and hence 
there is a body of English case law that throws some light on 
their interpretation. What does emerge from these cases is the 
difficulty of extracting rules of general application and the 
problem in demonstrating that an individual's difficulties in 


entering a trade prejudices trade Guerail =” 


No further exploration is proposed on the scope 
of these provisions in that there is one type of restriction on 
which concentration will now be centred. This is a restriction 
whereby a patentee purportedly binds a licensee to refrain from 
arguing that there is an abuse of the patent. No cases are 
known where this has been attempted in a direct fashion but in 
what seems to be an indirect way of achieving this it is a matter 
of standard practice. This is brought about by a licensee being 


prevented from challenging the validity of the patent. 


If one returns to basic principles the justification 
for permitting patents to be an exception to the normal freedom of 
trade is in order to stimulate innovation. The inventor may be 
encouraged to invent by the knowledge that the grant of a patent on 


his invention will permit him to exclude others from using it. The 


I) Section 37(2)(d) and (e) 


= See particularly Brownie Wireless Co. Ltd.'s Applications (1929) 
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exploitation of the invention may require high costs in setting 

up a manufacturing process and possibly involve high initial 

costs in marketing. The umbrella from competition provided by 

the patent may encourage this. Society will possibly be 
advantaged immediately by the exploitation of the subject matter 
of the patent and may be further advantaged when the limited term 
of the patent monopoly comes to an end and everyone is free to use 
its subject matter. If these objects are not being achieved due 
to the subject matter being something that is already known, then 
unless there are other policy reasons for doing so - as with tariff 
barriers - there should not be any exception made to allowing free 


use of the subject matter. 


There are certainly problems to be found in 
drawing the line between proper use of a patent monopoly and use 
that goes beyond this and constitutes an unacceptable encroachment 
on competition law. Difficulties in characterising the proper or 
legitimate use of the monopoly immediately arise. These difficulties 
should not arise if it is discovered that the matter should not be 
covered by a patent monopoly at all. In such a case no ex clusion 
of others from exploiting the subject matter of the patent should 
be permitted and hence a right that flows from the right to exclude, 
the right to permit use only upon provision of some consideration, 
should not be permitted either. This would appear to be a truism 
unless there are compelling reasons to be found elsewhere for 


permitting such activity. 
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2. Invalid Patents 


Upon issue by the Patent Office the Patent Act 


gives a patent the status of prima facie welidity It is 


subject to adjudication by any court of competent iriaalautonn © 


If the holder of a patent alleges that unauthorised use is being 
made of the subject matter of the patent he may bring an 


infringement action against the user and it is open to that user 


to raise the defence that the patent is Catalans A successful 


defence on this ground will operate only on the particular action, 
however, and if the patent is to be completely set aside, it is 
necessary for a patent to be declared invalid or void by the 


Exchequer Court following an impeachment perio An impeachment 


action can be brought either by the Attorney General or "any 


interested person." 


The scope of "any interested person" is said to be 


eae It would seem that anyone wishing to use anything described 


in a patent may bring a challenge. There is an important class of 
persons, however, who apparently cannot bring action to impeach a 
patent. Licensees under a patent are said to be estopped from 


denying the validity of the patent. 


of Section 48 


18 Section 46 


- Section 61 


20 Section 62 


et See E. I. DuPont de Nemours & Co. v. Montecatini-Societa Generate 


Per L'Industria Mineraria E. Chimica (1966) 49 C.P.R. 209; (1967) 
MOWED ED) 10 ra eh A Cases pathenea. therein. 
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The estoppel that acts to prevent a challenge 
on a patent's validity by a licensee arises from a common law 
rule that has evolved in a curious fasion. A detailed analysis 
of the development and present status of this rule is made in 
Chapter 2 of this thesis. A result of licensee estoppel is 
that a licensing agreement can have the effect of bringing about 
obligations which would probably not be enforceable unless they 
were based on a patent yet no query can be made of the soundness 


of this base. 


There is a well known observation with respect to 
the law of gravity and Newton's third law that has at times found 
application in the legal field. It is a rejection of a "bootstraps" 
(inability to pull oneself up by) argument. The licensee 
estoppel rule in patents seems to be an exercise in bootstrapping. 
If an agreement was entered whereby a manufacturer of say, a 
common household article agreed to refrain from manufacturing the 
article unless he made payments to another person, it is most 
unlikely that the agreement would be enforceable. For one thing, 
there would be a total failure of consideration. For another, the 
agreement would be unenforceable as being against the common law 
rule against restraint of trade and possibly if trade overall was 
significantly affected, it may be an infringement of legislative 


provisions that, in the Canadian context, are to be found in the 


Combines Investigation Act. These difficulties will be displaced 
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if the person to whom payments were to be made was the holder 

of a patent that embraced the article in question. But what 
should be necessary here is that the patent be a valid one, in 
that rights ascribable to a patent should not be available to 
something that does not satisfy the requirements of a patent. 

To allow otherwise would be "bootstrapping". For this to be 
justified, there would need to be other strong policy grounds 
which do not emerge from the cases reviewed in Chapter 2 of this 


thesis. 


Whilst the Canadian Patent Act, in common with the 
-Act of United Kingdom, United States of America and Acts of other 
countries that follow the English system, gives a patent only 
prima facie validity and provides procedures for challenges to be 
made the way in which a challenge takes place in Canada leads to 
different results. An impeachment action, if successful leads 
to the patent being set aside. A challenge to validity which is 
made only as a defence to an action for infringement by the patent 
holder will affect only the inter partes relationships” The only 
way that a declaration in rem may be gained is through instituting 
a separate action in the Exchequer Court under Section 62 of the 
Act. The United Kingdom, with no difficulties arising through a 
federal system, does not make a multiplicity of actions necessary 


as one section of the United Kingdom Patents Act covers action for 


z Maw v. Massey-Harris Co. (1902) 14 Man R. 252; Hemsworth v. Charlton 


(1927) 32 O.W.N. 302; Flexlume Sign Co. v. Macey Sign Co. (1923) 
54 0.L.R. 669 affirmed [1924] 4 D.L.R. 49 (Can.) 
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revocation and defence to an infringement eeion Since 

the case of Blonder-Tongue Laboratories, Ins. v. University 

of Illinois Houndatign was decided by the United States 
Supreme Court, in most circumstances a United States patentee 
who has had a finding of invalidity made on his patent in an 
unsuccessful infringement action will be unable to later bring 


actions under the patent. 


One may consider the position of a businessman 
in Canada who has had his attention brought to the possibility 
that his current or planned activity may constitute an infringement 
of a patent. He may decide to refrain from the activity altogether 
which will be the end of the matter except for the set-back that 
he may suffer by doing so and the set-back that society may suffer, 
especially if the patent does not happen to be a valid one. 
Alternatively he may decide to continue with the activity without 
authorisation by the patentee and await an infringement action. 
This will be with the knowledge that an infringement action will 
be expensive to defend in any event” but will be even more 
expensive if lost as damages and/or accounting of profits may be 
ordered together with the potential loss through having an 
injunction ordered. The knowledge that there may be other infringers 
whose activities may be subject to action by the patentee will be of 
little impact in that the patent will not be set aside unless one 


of them decides to bring an impeachment action rather than merely 


23 Section 32 and see section 32(4) 


24 402 U.S. 313 (1971) 


ae See Firestone "Economic Implications of Patents" pp. 50-56 


uetad othe, of “ad get ee RE Pot ek 


‘ i Th ¥ - j 
as vi Cr , 
: a 
icin tle a: 2 ee 


lesdogy tad as 92 ahi Rapeapasren'e z 
roils again: ySPVtdane: Ald mown nba, oh 1m 

Sars soya ots aay sare abba . i 
‘aaa: acest Sat peli ly as 


g2h ur Py eer eae saeiatals 2 anh agri? ae cn 


al its seamedan sfit yl dak ise ga soptdae sti " ‘é 
wo zeal sblas aed aif Ae, tag cases * 


defend an infringement action. This makes an impeachment 

action by the businessman himself seem a sensible solution 
except for the practical considerations against it. These 
considerations are the multiplicity of impeachment actions 

that may be necessary if every patent that impinges on the 
businessman's normal operations is to be challenged and, in the 
light of the high cost of any action mee these lines, the 
wastefullness of such activities if the patent owners are not 
particularly active in policing their rights. There is also 

the practical consideration that a challenge or series of 
challenges against technically advanced organisations that tend 
to have large patent holdings will do little towards gaining 
licenses and technical assistance when these may be needed on 
future occasions. Therefore, the most prudent course would seem 
to be to attempt to negotiate a licensing arrangement if the 
patent holder appears to be seriously contemplating an infringement 


action. 


The bargaining strengths of the parties engaged 
in negotiating a license will reflect the financial strength of 
the parties and the strength of the patent. In Canada, with 
ninety-five percent of patents owned by non-residents." there is 
a high chance that a locally-owned potential licensee in Canada 
will not be negotiating from a position of financial strength. 


ee Per R.M. Davidson, Department of Consumer and Corporate Affairs, 


Patent Law -— Licensing of Patents and Know-How 1975. Law 
Society of Upper Canada p.25 
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On the aspect of the strength of the patent, this will be 
related to the strategic position it occupies in its field 
and its possible or probable validity if challenged. The 
latter will be hard to estimate until the patent has been 


worked for some time. 


The requirements for validity of a patent are 
not exhaustively defined in the Canadian Act nor are the specific 
requirements conveniently grouped in one pia, This contrasts 
with the United Kingdom Act where, since 1949, the grounds on 
which a patent may be revoked are presented in the one provision, 
section 32. There is very little difference in the more important 
requirements, however, so the requirements for validity may be 
summarised as follows: 
(1) Novelty - no prior use or prior publication 
of the subject matter of the patent. 
(2) Lack of obviousness - there must be an inventive 
step such that the subject matter would not be 
obvious to a competent person engaged in the art. 
(3) Utility - a useful purpose must be achieved with 
the method indicated capable of producing the result 
claimed. 
(4) Proper subject matter - must be an art, process, machine, 
manufacture or composition and not merely a principle or 


theory. 


=) For a detailed consideration of the statutory and common law 


requirements for patent validity see W.L. Hayhurst "Grounds for 
Invalidating Patents"! (1975) 18 C.P.R. 222. 
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(5) Application by actual inventor - a patent 
can only be obtained by the actual inventor or 
his legal representative. 

(6) Sufficiency of description - the description 
must be such as to permit a person skilled in the 
art to carry out the invention. 

(7) Claims are clear and supported by the description - 
the function of the claims is to define the scope of 
the monopoly and hence they must have clarity and also 


must not go beyond the invention disclosed. 


Whilst in theory all these requirements for 
validity could be thoroughly checked before dei dtte é license 
under a patent the ordinary would-be licensee will often be unaware 
of matters that may later come to light. The Patent Office suffers 
from a similar disability in that even with technically skilled 
staff that has access to well classified resource material in the 
form of prior patents, it can often be the case that prior use or 
prior publication in a form other than a patent specification will 
not come to the attention of the patent examiner. Further, it is 
very difficult to determine whether a description provides 
sufficient information for the invention to be carried out until 


an attempt is made to follow the instructions. 


The result that may flow from these circumstances 


is that a licensee may not be aware of any grounds of invalidity 
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at the time he enters a license but becomes aware of them 

later. Understandably this leads to some disenchantment by 

the licensee. Payment of royalties for something that he 

thinks may be invalid will be upsetting, even more so if the 
suspected invalidity is partially established by a successful 
defence by a third person who had been sued for infringement. 
Nonetheless, under the rule that has evolved on licensee 

estoppel, he will not be in the ahs e4 Sh to challenge the validity 
himself but will be open to an action by the patent holder if he 
fails to carry out the obligations placed on him under the 
licensing agreement. This situation will continue even if a third 
party establishes invalidity of the patent, in rem, by a successful 


impeachment action. 


Certainly a situation where a patent has been 
impeached but a licensee remains obligated under his license 
provides an extreme case. This situation appears analogous to some 
of those mentioned by Roy M. Davidson who, as Senior Deputy Director, 
Bureau of Competition Policy of the Department of Consumer and 
Corporate Affairs, buttined = practices that may not be acceptable 
under Section 29 of the Combines Investigation Act, a provision 
that has received no direct judicial consideration. He stated that, 


inter alia, the following kinds of provisions have the effect of 


: Paper delivered to Department of Continuing Education, Law Society 


of Upper Canada on Patent Law - Licensing of Patents and Know-How 
1975, p.2o 
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extending the patent monopoly and hence would be under 


scrutiny: 


" (1) 


(2) 


(3) 


the charging of royalties on 
patents after they expire. 


other restrictions, relating to the 
subject matter of the patent or to 
know-how which continue after they 
expire. 


the requirement that the licensee 
accept and pay for additional patents 
(to discourage a challenge to the 

validity of doubtful patents);..... 


Similar comments were made with respect to 


provisions that arguably had the effect of entrenching the monopoly 


and exceeding the rights conferred by the patent grant 


Ww (1) 


restrictions requiring the licensee 
not to contest the validity of the 
patents involved;.... 


restrictions requiring the transfer of 
any inventions or improvements to the 
licensor..." 


As remarked earlier, the judicial reaction to such 


provisions in a Combines Investigation Act setting is not known. 


What is clear is that when approached from another perspective the 


courts in Canada have up to this time inadvertently permitted an 


extension of the patent monopoly, a monopoly which may later be 


discovered to be unjustified in the first instance, by refusing to 


allow a challenge of validity and not recognising even established 
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invalidity when a licensing agreement is under consideration. 
Although the initial patent may be invalid, conditions along 
the lines of those indicated by Davidson may be imposed and 


possibly extend the "bootstrapping" exercise. 


What the licensee estoppel doctrine reflects is 
a focussing on the licensing agreement itself with no exploration 
being made as to how the agreement came about and little regard being 
had for principles of patent law and competition policy that may 
suffer. Some similar problems emerge with the assignment of 
patents with it being an established common law rule that an 
assignee of a patent cannot raise the issue of patent invalidity 
in a dispute with the assignor and nor may the assignor challenge 
validity if the assignee brings action against him for the patent 
he assigned. Licensing of a patent involves the patent holder 
maintaining his interest and granting the licensee an immunity 
from an infringement action that he would otherwise be able to 
bring. An assignment brings about a complete transfer of the 
patent rights. In practice very similar results to an assignment 
may emerge when the license granted is an exclusive one that goes 
to the extent of excluding the licensor himself. Nonetheless, 
with licensing being analogous to a hiring of "industrial property" 
and an assignment constituting its outright sale there are 
immediate legal differences and differences that flow through to 


the way that they may need to be handled. In an area where competing 
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policy interests abound, the policy head that may lead to 
patent licensing and patent assignments being treated 
differently arises under the head of the interest that the 


public has in patents. 


There may be reasonable policy grounds for courts 
enforcing what appears to be a freely entered contractual 
arrangement in the way of a patent license or patent assignment. 
The question that arises is the extent to which these policy 
grounds should be permitted to overshadow another important 
policy requirement: only patents that satisfy legislative and 
common law requirements should be issued and allowed to subsist. 
Vast sums are outlaid from the public purse in the attempt to 
issue only valid patents but there is no practical possibility of 
every issued patent being a valid one. The expense incurred in 
attempting to approach what is probably unachievable, nonetheless 
reflects (or at one time reflected) an awareness of the mischief 
that could be brought about by the issue of patents that were not 
valid. Why then, does a situation arise in which persons who are 
very directly affected and have the knowledge and motivation to 


challenge a patent are denied the opportunity to do so? 


The answer to this question may be found in 
compelling public policy grounds that are based on other 
considerations. Some of these possible grounds are canvassed in 
Chapter 3 of this thesis. The United States experience is 


educating in this regard as the intensity of litigation is such 
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that problems that are not frequently exposed in Canada have 
been subjected to judicial scrutiny and policy considerations 
have been weighed. The case of Lear Inc. v. hatcne 7 has had 
a great impact on the law in this area in the United States of 
America and the policy grounds on which it is based are worthy 
of close attention. In this case, the traditional common law 
rule of licensee estoppel was subjugated to the public interest 


consideration of permitting a challenge that may result in an 


invalid patent being put aside. 


Lear v. Adkins saw the desirability of tapping 
the potential for challenges to validity from parties that could 
have a vested interest in a challenge through being a licensee. 
An assignee, through his ownership of the patent rights is 
caught with his own conflicting interests in contemplating a 
challenge on validity if such a challenge was open to him: a 
successful challenge may rob him of his dubious position as patent 
holder with only a distant possibility of making a recovery from 
the assignor of the patent. Whilst the public interest grounds 
in permitting an assignor to question the validity of a patent may 
run along similar lines to a licensee challenge, the assignor's 
position must be related to that of the assignee. Furthermore, 
an assignor may be readily distinguishable from a licensee on 
other grounds through having received consideration for the 


assignment. These issues are examined in more detail in Chapter 3. 


29 395 U.S. 653 (1969). 
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3. Patents and Trade Secrets 


Whereas a patent grant gives the holder a right 
to bring an action against anyone using the subject matter of 
the patent a holder of a trade secret gains no rights with the 
respect to the community at large. An lndiamendlentsadsvouerct 
of a trade secret is free to use it. A trade secret holder 
generally does have rights, however, as against persons who have 
learnt the trade secret from him. This can lead to a clash 
with competition law, mainly as reflected in the common law approach 
to contracts in restraint of trade. Whilst more subtle than the 
conflict with freedom of trade provided by patent law, the 
restrictions arising through trade secrets can have a significant 
impact in technologically advanced areas especially when the area 


is controlled by a monopoly or oligopoly. 


Trade secret law is the result of common law 
evolutions, seemingly with no clear starting point. A search for 
the source of trade secret law is embarked on in Chapter 4 of this 
thesis. The result of this search has not revealed anything 
' 


matching the source of the Nile but instead emerged with a ''Topsy' 


of undetectable parentage and dubious upbringing with resulting 


unpredictable traits. 


The close relationship of the subject matter of 
trade secrets with that of patents prompts comparison of the 


legal treatment accorded to them. This close relationship also 
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leads to a choice at times being available to the holder of 

a trade secret as to whether he will attempt to maintain its 
trade secret status or make it the subject matter of a patent. 

If the law was to reflect policy considerations one might hope to 
find that the choice between maintaining a trade secret and 
making a patent application was influenced by these legal 
considerations so that the desired policy goals were attained. 

As it now stands, trade secret law has emerged with very little 


regard to the alternative that may be provided by patent law. 


The alternatives cannot be overlooked because 
patent law policies as reflected in current legislation can be 
undermined by trade secret law as too can various modifications 
suggested for patent law. With respect to patent licensing, 
there is little point in advocating compulsory licensing in 
many fields if a licensee will not be in the position to 
exploit the license due to a lack of eatara eee of the trade 
secrets that are related to the subject matter of the patent. 
Licenses that are negotiated between the patent holder and the 
licensee can have a life far beyond the initial patent if the 
licensee is not permitted to use trade secrets related to the 
patent at the expiration of the patent term. This is just part 
of a problem that can arise when there is a license for the use of a 


combination of patents and trade secrets in that any limitations 
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that may be placed on patents to avoid abuse of the patent 
monopoly will be of little effect if the same limitations do 


not apply to the trade secrets. 


As the law now stands, trade secrets are most 
inadequately defined by comparison with patents. Not only is 
there no requirement that a trade secret has novelty and lacks 
obviousness in the patent sense, but also there is no 
requirement that the scope of a trade secret be subject to the 
type of definition that is necessary in a patent claim. 

Added to this is the secrecy that is necessarily adopted in any 
trade secret litigation with the resulting difficulties that 
this presents to an adequate preparation of cases and the 
curtain that it places on scrutiny by interested and possibly 


expert parties. 


In Chapter 4, the accent is given to the manner 
in which trade secrets affect the employer and employee 
relationship. Much of the litigation that has occurred in the 
field has arisen in disputes in this area and it is here that 
the clash with restraint of trade considerations is most apparent. 
Similar issues arise in subcontracting arrangements and 


licensing arrangements. 


The obligations with respect to trade secrets 
that may be explicit or implicit terms of the contract of 
employment are significant in licensing agreements involving a 


package of trade secrets and patents, because it is a commonly 
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inserted clause in such agreements that the licensee bind 
his employees to secrecy. This affects employee mopaleire 
and with it affects the dissemination to the society at large 
of the methods of carrying out the subject matter of a patent. 
Frustration of this awaited advantage strikes at one of the 


main justifications for granting the patent monopoly. 
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CHAPTER 2 


ules Introduction 


: : : : en 
The effect of the Statute of Monopolies of 1623 


was to render void all monopolies save those permitted for "any 
manner of new manufactures". Patent law evolved from judicial 

and legislative embellishments on what constituted a "manner of 
new manufacture" with requirements for gaining the Limited monopoly 
for matters within this classification being modified as the law 
developed. One could say that if a patent does not satisfy the 
requirements of a valid patent, it is not really a patent at all 
and it should fall back with the residue of purported monopolies 


that the Statute of Monopolies was levelled against. 


It would be a most desirable state of affairs for 
only valid patents to be issued. However, with the limited resources 
of even the best patent offices of today, invalid patents will 
continue to be issued due to limits placed on the literature searched 
for novelty and the difficulties of determing whether a full 


description has been provided. 


An invalid patent may have very undesirable effects 
from the viewpoint of the common law against restraint of trade and 
the legislation that is designed to reduce restrictions on competition. 
A person who has an infringement action brought against him may take 
the opportunity of challenging the validity of a patent and if 
successful in his challenge, free the area from the anti-competitive 
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effect of the invalid patent. This possibility is generally not 
available, however, if the person in dispute with the holder of 
the patent happens to be a licensee under the patent. Similar 
limits apply to the assignee vis a vis the assignor. This result 
emerges because there is a general rule that a licensee or an 
assignee is estopped from denying the validity of the patent. 
There is also a rule with slightly different origins whereby an 
assignor is estopped from denying the validity of a patent in a 


confrontation with his assignee. 


Recently, in the United States of America the Supreme 
Court ruled that the estoppel rule should no longer apply. The 
reason for this decision was heavily based on anti-trust considera-— 
tions. In Canada and England the legislation and tradition in this 
field varies from that of the United States of America. Some 
parallels with the Supreme Court of Americ's approach will be drawn 


in the next chapter. 


The object of this chapter is to trace the development 
of the estoppel rules with the hope of detecting their origins. The 
accent is to be on the inter-party relationship with the broader 
public considerations to be considered later. It may be that even 
without the broader considerations there are good grounds for reform 


of the estoppel rule. 
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2. Early development 


The first siynificant case in the field is that of 
Hayne v. Maltby. ’ The approach taken by the members of the court 
is quite different from that adopted in later cases. It was 
subject to passing discussion in cases over the next half century, 
but in later cases it was "distinguished" in all sorts of ways 
until defendant counsel apparently despaired and it became buried 
in the lists of footnotes in the standard textbooks. As it may 
represent the way the law could have been, it will be examined in 


some detail. 


The plaintiff was the assignee of one Taylor of a 


patent for a machine that was used for manufacturing net. The 
defendant had requested the plaintiff's permission to use one of 

the patented machines and an agreement was entered between the 
plaintiff and the defendant whereby the defendant was permitted to 
use the machine. There were covenants by the defendant in the 
agreement that he would use the machine only in the manner described 
in the specifications and that for the term of the patent he would 
refrain from using any other type of machine resembling the patented 
machine. The plaintiff brought an action on the covenant against 
the defendant stating in his declaration that the defendant had used 
machines other than ones covered by the patent. [In response the 
defendant made several pleas and to three of the pleas the plaintiff 
demurred. It was on these demurrers that the case came before the 
Court of King's Bench. 


: (1789). 398. R. 499; BOO E.R. 665. 
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All three pleas went to the validity of the patents. 
In one plea the defendant set forth the letters patent which 
stated a petition by the patentee that he was the inventor of the 
machine and contained the usual proviso that they should be void 
if the patentee did not enrol a specification of his invention in 
Chancery in four months; the averment was that the patentee did 
not enrol the specification. In the next plea the defendant said 
that the invention mentioned in the patent was not a new invention. 
In the last plea under dispute the defendant stated that the 


invention was not the discovery of Taylor, the patentee. 


The plaintiff's counsel, arguing in support of the 
demurrer, contended that the defendant was estopped by his deed to 
say that the invention was not new or that it was not discovered 
by the patentee. He argued that wherever a party has entered into 
a speciality he cannot afterwards be permitted to say that he 
received no consideration for it, although he may plead that the 
consideration was illegal. It was suggested that if, in point of 
fact, the invention was not new that the defendant should have 
repealed the letters patent by scire facias and then apply to the 
Court of Chancery to have the deed delivered up to be cancelled. 
However, the defendant had by his deed admitted the plaintiff's 
title and accordingly, as long as the term mentioned in it exists, 
he was estopped from denying it. The analogy was drawn between this 


situation and that of a tenant who cannot challenge his landlord's 


titlesin an action for rent. 
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The defence argument appeared to be based on three 
grounds. One contention was that a distinction had to be drawn 
between preventing a person from averring against a record as 
against going against the operation of it. Accordingly, the 
defendant may be estopped from denying that which is stated in the 
deed, namely that the plaintiffs were in possession of a patent 


but they were not estopped from denying the operation of it. 


The limited notes given in the report of the defence 
arguments do not make the nature of the above point clear and as 
this did not appear to be an argument that was accepted by the court, 
perhaps little can be made of it. The impact of the argument may 
be that denial of the plaintiff's title in the patent may not be 
permitted but that it was possible to argue the validity of a patent 


because this went beyond title. 


The second ground of the defence argument was that 
if the invention was not new the covenant made by the defendant was 


without consideration. 


What could be regarded as a third ground of argument 
was based on public policy. It was said that if the covenant was 
not without consideration it was entered for an illegal consideration 
because it was in restraint of trade. Accordingly, as in Mitchell v. 
Revaolda, the covenant being one without consideration or in restraint 


of trade generally is void. Alternatively, the public policy aspect 
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could be directed against the issue of estoppel because it was 
argued that estoppel should not be applied to defeat a public 


policy issue. 


In finding {n favour of the defendant, [tl was the 
consideration aspect that received most direct attention. This in 
itself could be seen as reflecting a concern for public policy. The 
broader public policy issue of opposition to restraint being placed 
on the use of something that was not the subject matter of a valid 


patent is only implied in the judgments. 


The Chief Justice, Lord Kenyon stated that the 
plaintiffs had purported to bestow rights under the patent to the 
defendant when in fact there were no rights that could be bestowcd. 
He said 


"notwithstanding (this)....they still 

insist that the defendant shall be bound by 

his covenant, though the consideration of it 

is fraudulent and void. This is not to be 
considered as a covenant to pay a certain 

sum in gross at all events; but to use a 
machine in a particular way, in consideration 
of the plaintiffs having conferred that 
interest on the defendant, which they professed 
to confer by the agreement. Now, in point of 
conscience it is impossible that two persons 
can entertain different ideas upon the subject. 
But it is said that, though conscience fails, 
the defendant is estopped in point of law from 
saying that the plaintiffs had no privilege to 
confer. But the doctrine of estoppel is not 
applicable here ....Who is estopped? The person, 
supposed to be estopped, is the very person who 
has been cheated and imposed upon." 
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Ashhurst J. distinguishes the situation from that 
where a tenant cannot deny his landlord's title "for he has a 
meritorious consideration." He stated 


"But this is a case of a very different 
kind. The plaintiffs use this patent as a 
fraud on all mankind; and they state it 

to be an invention of the patentee, when in 
truth it was no invention of his. The only 
right conferred on the defendant by this 
agreement was that of using this machine; 
which was no more than that which he, in 
common with every other subject, has without 
any grant from the plaintiffs." 


Buller J. made a similar approach to the question. 
He said 

"(the plaintiffs) came to an agreement with 

the defendant, by which they covenanted that 

he should be at liberty to use the patent machine, 

of which they were then in possession, provided 

he would use it in the manner therein specified; 

in consideration of which he covenanted not to 

use any other machine. But it is now discovered 

that they had no such right, and therefore the 

defendant has not the consideration for which 

he entered into this covenant." 


Grose J. concurred with the other members of the 


court without stating reasons. 


It is noted that both Lord Kenyon and Ashhurst J. 
mentioned the word "fraud" in their judgments. This has been subject 
to attention in later cases. It is noted, however, that defence 
counsel did not make any direct references to fraudulent activities 
and it seems that when used in the judgments the term was not to be 
given the connotation of a deliberate falsehood that was calculated 


to deceive. Nowhere in the judgments is mention made of a distinction 
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between an innocent and fraudulent claim of patent validity. 
It would seem that "fraud" is being used in an analogous sense to 
"Fraud against the Patent Office" as used in the United States of 


America today i.e. a deliberate deception is not essential. 


In all three judgments, mention is made of the possible 
parallel to a tenant being estopped from denying his landlord's title. 
Because this parallel has received very heavy service in later cases, 
the treatment given to it here is of interest. It is pointed out 
that the tenant's estoppel only applies whilst the tenant continues 
occupation but should he be expelled by a person having a superior 
title, he may plead the issue of the title. The invalidity of a 


patent is regarded as equivalent to an eviction of the tenant. 


Counsel for the plaintiff cited in support of his 
estoppel argument an earlier decision of Lord Kenyon in Oldham v. 
Langmead.” In that case action was brought by the assignee against 
the patentee who had later denied validity. Lord Kenyon distinguished 
that case on the basis that estoppel by deed could operate when the 
person estopped was the person who had conveyed the interest in the 
patent but then sought to deny his having had title to convey. That 
was not a situation where the person estopped was the very one who had 
been "cheated and imposed on". The manner in which this case is 
distinguished strongly implies that it is the failure of consideration 
that lies at the heart of the deciston. Alternatively Hayne v. Maltby 
may be contrasted from Oldham v. Langmead on the basis that the 


defendant Maltby was not seeking to derogate from his own grant when 


are tngs after Trinity 1789. Unreported. 
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he sought to challenge the validity of the patent. Viewed 
in that light, the lack of consideration aspect may be just 


part of the public policy issue and not as the core of the 


decision. 
6 
In Taylor v. Hare , the next reported case in the 
area, consideration received much attention but [ts treatment varted 


substantially from the approach made in Hayne v. Maltby. There is 
no mention of Hayne v. Maltby in the judgments and the notes on the 
arguments by counsel for the plaintiff do not mention any cases. The 


court did not call on the defendant to argue. 


There was no direct mention of estoppel in Taylor v. 
Hare. The defendant was the patentee of apparatus for preserving the 
essential oil of hops in brewing. He entered an agreement with the 
plaintiffs whereby the plaintiffs were to be permitted to use the 
invention for the residue of its 14 year term - a period of almost 
13 years - with the plaintiffs to pay a One Hundred Pound annuity 
for the privilege. A bond was given by the plaintiffs, conditioned 
for the payment of annuity. The plaintiffs used the invention for 
almost four and one-half years and made regular payments amounting 
to Four Hundred and Twenty-Five Pounds when they discovered that the 
invention was not new in that it had been invented and publicly used 
in England by another party prior to the patent being taken out. The 
plaintiffs brought an action for the recovery of the Four Hundred and 
Twenty Five Pounds. It is mentioned by counsel for the plaintiffs 


that the defendant had already failed in an action on the bond in 


° i805) 1 Bos. & Puls (N.R.) 259; 127 E.R. 461. 
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which the validity of the patent was put in issue. 


No report can be found on how the defendant had 
failed in his earlier action. Presumably the plaintiffs had been 
permitted to challenge the validity of the patent. This would 


have been in accord with Hayne v. Maltby. 


On the action for recovery of the amount earlier paid 
the Court of Common Pleas non suited the plaintiffs on the basis that 
the plaintiffs had received the benefit for which they had paid. 

The Chief Justice, Sir James Mansfield made an implied reference to 


mistake. He said: 
"...two persons equally innocent make a 
bargain about the use of a patent, the 
Defendant supposing himself to be in 
possession of a valuable patent-right and 
the Plaintiff supposing the same thing. 
Under these circumstances the latter agrees 
to pay the former for the use of the 
invention, and he has the use of it; 
non constat what advantage he made of it; 
for any thing that appears be may have 
made considerable profit." 


Chambre J. referred to mistake: 

"Here both parties have been mistaken; the 

Defendant has thrown away his money in 

obtaining a patent for his own invention; not 

so the Plaintiff for he has had the use of 

another person's invention for his money." 

These references to mistake being made by the parties 
do not appear to advance the defendant's cause more than excluding 


any possible suggestion of deliberate falsehood. The way that 


Chambre J. states matters the defendant's mistake would appear to be 
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an irrelevant one. The Chief Justice's approach would seem 
to rest on an exercise in construction of the agreement whereby 
he concludes that there was no implied term that the patent was 


valid. 


What is of main interest in the judgments is the way 
in which consideration is seen to flow from granting the right to 
use an invention notwithstanding the fact that the invention was not 
embraced by a valid patent and hence it was available for everyone 
to use. In the remarks of the Chief Justice quoted above, it is said 
that the plaintiffs "may have made considerable profit" from using 
the invention. This would appear to be an irrelevant factor given 
the possibility of anyone else also being able to make considerable 
profit from exploiting the same thing. Perhaps the consideration its 
provided in a more subtle way for the Chief Justice also said: 

"In consideration of a certain sum of money, 

the Defendant permits the Plaintiffs to make 

use of his invention, which he would never 

have thought of using had not the privilege 

been transferred to him." 

This may be a satisfactory answer if it was shown that the patentee 
had provided advice, encouragement and other personal services, as 


well as the patent licence, but there is no indication that this 


was the case. 


All in all, the approach to consideration seems 
confused. Heath J. grasps the landlord and tenant analogy and points 
to the possible injustice that would arise if a tenant could recover 


rent previously paid if he should at some time be evicted. This would 
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be unacceptable, in his view, because the tenant "has taken the 
fruits of the land''. Heath J. does not see that a more apt 

analogy to the licensee of an invalid patent would be a tenant 

who was let public land which he could use with no greater 
effectiveness than any members of the public. The court in Hayne v. 
Maltby was capable of noting the sophisticated difference between 
an invalid patent and a flaw in the title of real property but that 


insight became lost. 


Chambre J. was concerned at the great inconvenience 
that may arise if royalty payments had to be returned if a patent 
should be found invalid towards the end of its term. He did not 
address himself to the alternative source of inconvenience that may 
emerge if the holders of invalid patents could extract from them the 


same advantages as the holders of valid patents. 


An issue that is not canvassed by the court is what 
should occur if the defendant should later sue for royalty payments 
for the eight and one half years that remained of the initial term. 
Much of the dicta would seem to indicate that the defendant would 
succeed. It is to be recalled, however, that the defendant had 
already failed in his action for the bond when the validity of the 
patent had been put in issue. In order to bring into some harmony 
the results of the contests between Taylor and Hare, it would seem 
necessary to give a narrower scope to the dicta than would be given 
to it on first impression. It could be put this way: A licensee 


should not be able to recover royalty payments that are paid for a 
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period when the patent is not known to be invalid; some 
consideration is provided in a license before there is a 
declaration of invalidity because although others may have been 
free to use the invention embraced by the patent, they are most 


likely unaware of this and hence will remain outside the area. 


The above interpretation is in accord with the 
landlord and tenant analogy if the licensee happens to enjoy an 
absence of competition from persons who are not licensed under the 
patent. Unsatisfactory as this approach may be, cspecially In 
situations where there is strong invasion of the market due to the 
possibility of the patent being invalid is a matter of notoriety, 
it is seen as providing a better approach than that indicated by 
giving the judgments the wide scope that their wording implies. As 
will be discussed later, the suggested approach is broadly in 
accord with that adopted in the United States of America some 150 years 


later, although quite different reasoning was to support it. 


The landlord and tenant analogy was subject to analysis 
by opposing counsel in argument before the Court of King's Bench in 
the case of Bowman v. Taylor.° Hayne v. Maltby and Taylor v. Hare 
were both discussed and it was argued by the plaintiff that with 
landlord and tenant an eviction had to take place and accordingly 
with a licensee of a patent it would be necessary for there to be 
the equivalent of eviction, either by recall of the patent or by its 
open invasion and that this would have to be pleaded for a licensee 


to have a defence to action by a licensor for royalties. Only one 


P(ea4) 2A.C. SE: 279; 111 E.R. 108. 
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judge, Patterson J. mentions foe and he does so in passing 
in that he regarded it as unnecessary to comment on it in the light 
of his conclusion resting on another ground. The peneral question 
of consideration, from which eviction may be seen as flowing, is 


not mentioned in any of the judgments. 


The noteworthy aspect of Bowman v. Taylor is that 
it is the first case where it was held that estoppel could operate to 
prevent a licensee from challenging the validity of a patent. The 
indenture entered by the defendant had commenced by reciting that the 
plaintiff had invented certain improvements in the construction of 
looms for weaving and that he had obtained His Majesty's letters patent 
containing a grant to the plaintiff, his executors, etc. for his sole 
use of the patent. It was argued by counsel for the defendant that the 
general approach to estoppels was that stated by Lord Coke and that they 
were "odious, and not to be construed or raised by implication" and that 


among the rules laid down in Co. Lit. 352(b) are these: 


"Secondly, that every estoppel, because it 
concludeth a man to allege the truth, must 
be certain to every intent, and not to be 
taken by argument or inference. Thirdly, 
every estoppel ought to be a precise 
affirmation of that which maketh the 
estoppel, and not to be spoken impersonally" 
- "Neither doth a recital conclude, 

because it is no direct affirmation." 


Counsel in applying these statements, argued that the indenture had 
stated that "whereas" the plaintiff had invented certain improvements 
and therefore this was an impersonal statement and a mere recital and 


would not be accepted by Lord Coke. Further, the statement that the 
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plaintiff had "invented" was not sufficiently certain to meet the 
defendant's pleas that the matter covered in the patent was not a 

new invention and that the plaintiff was not the first or true 

- inventor. The argument was made that "invented" could cover something 
that had been invented fifty years ago and been subject to prior 
public use and should this be the case, the defendant could not be 


estopped from making his pleas. 


The court rejected the above arguments and held that 
estoppel applied. Lord Denman C.J. and Patterson J. took cognizance of 
Lord Coke's statement but held that a recital in a deed could act as an 
estoppel: Lord Denman did so on the authority of Lainson, Executor of 
Griffiths v. Prenckoe where the annual rent for a lease was said to be 
part of a recital; Patterson J. considered that if a recital was 
inseparably mixed with the operative parts of a deed, as he regarded it 


as being in this instant, then it could estop denial. 


Taunton, Patterson and Williams J.J. all considered 
that the statement that the plaintiff had invented the improvements 
indicated with sufficient certainty that the invention was new and that 
the plaintiff was the first or true inventor. Hayne v. Maltby had been 
strongly argued by the defendant but this case was distinguished on the 
ground that in that case, the recital had contained no assertion of 


right in the licensor other than being assignee of the patent. 


The way in which Hayne v. Maltby is distinguished 


is an example of distinguishing on the facts with virtually no regard 


10 (1834) L Aves E. 792) SON. &M. 603. 
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given for the theme of the judgments. Estoppel was rejected in that 
case without any indication of the rejection turning on fine points 

of construction. Perhaps what this does do is indicate that if indeed 
- Bowman v. Taylor was good law when the decision was delivered it stands 
only for the proposition that estoppel only arises on matters stated 

in the licensing agreement. Therefore, on a strict following of the 
decision if the pleas had challenged the validity of the patent on 
other grounds, then such pleas would have to be entertained. That 

is, the decision cannot be regarded as authority for the proposition 


that a licensee may not challenge the validity of a patent in any way. 


An emphatic return to the theme of Hayne v. Maltby 
is to be found in the case of Chanter v. Leese! ts a case which later 
authorities appear to overlook. In this case, the plaintiff and others 
entered an agreement, not under seal, with the defendant in which it 
was recited that the plaintiff had obtained a patent for an improvement 
in furnaces and alone and with the others had obtained patents in a 
total of five other related patents; it was agreed that for the payment 
of Four Hundred Pounds a year as consideration to the plaintiff and 
various other percentages of profits on matters covered in other patents 
to the others, the defendant was to have the exclusive use of the patents 
within certain limits. Later the plaintiff brought an action against the 
defendant for payment of the half yearly amount of the Four Hundred Pounds. 
To this the defendant set out the patent for the improvement in furnances 
and pleaded that it was not at the time of the grant a new invention as 


to the public use thereof in England and therefore the grant was void. 


1161839) 5 M. & W. 698; 151 E.R. 296. 
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On the plaintiff demurring to this plea the case was heard by the 
Court of Exchequer *- and upon Lord Abinger C.B., on behalf of the 
court, finding in favour of the defendant the plaintiff was taken by 

_ writ of error in the Exchequer Chamber. Tindal C.J. on behalf of that 


court, affirmed the decision of the Court of Exchequer. 


On the vital question of consideration, Lord Abinger 
C.B. and Tindal C.J. expressed themselves in similar terms. Tindal C.J. 
stated’? that as the matter rested on contract and no interest had 
passed to the defendants, the defendant was in no way estopped from 
showing any failure of the consideration for his promise to pay the 
annuity to the plaintiff which may be sufficient to bar the plaintiff of 
his action. The plaintiff had argued that even if one patent was void 
there was still consideration provided by the defendant's enjoyment of 
the other five patents to which no challenge had been made. On this 
basis, it was contended that the defendant was bound to pay the annunity 
and bring a cross action for damages in respect of the one void patent. 
This argument was also rejected in both courts in the light of there 
being no indication in the agreement that the consideration had been 
divisible with apportionment accordingly being available. As the 
consideration under the agreement was entire, a failure of consideration 


for one patent was a partial failure that led to entire failure. 


No doubt it was in accord with the laissez-faire 
notions that became the convention of the 19th Century with the resulting 
strong support given by the courts to upholding all contracts that gave 


rise to the next phase of development in the patent licensing and 


12 (1838) 4M. & W. 295; 150 E.R. 1440 
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assigning field. The decisions in which pleas of invalidity had 

been upheld began to fade with only the occasional lip service being 
given to their existence. The limited basis on which pleas of 
Mecattal ty had been denied in earlier cases were virtually disregarded 


as rejection of these pleas became almost automatic. 


Three distinct, albeit related, grounds for rejecting 
pleas of invalidity began to gain coherence: First, any recital ina 
deed that related to patent rights tended to be construed as a recital 
whereby full patent validity had been accepted and hence denial of 
validity on any ground was said to be estopped; secondly, in any licensing 
arrangement, whether it be by deed or ordinary agreement, was viewed as 
being exempt from attack on the basis of failure of consideration if it 
was not also shown that the licensee had been "expelled" i.e. actual 
expulsion from operating in the field was required and a mere 
demonstration that others were also exploiting the field did not suffice; 
thirdly, in a disguised form of the consideration argument, popularity 
was gained for construing licensing and assignment agreements so as to 
exclude any construction of the agreement that would make it an implied 
term that the patent was valid. The emergence of these approaches will 


now be discussed in greater detail. 


The case of Cutler v. Bower v4 involved two deeds. 
By the first deed the defendant was granted an exclusive license to 
make use of a patent that embraced the construction of tubular flues of 


steam boilers with a covenant by the defendant to pay a set royalty for 


a Ci848)11 OCB. 973; 146 E.R. 736. 


m9 i, hae Av 
: Ve 


i * 
behrapeteth yi Housiby hw oui me fit 
a nid slit ts » sec ei | 


Hoary 


gatsostad 02 uboiie py baa lon ve) bin th S| 
QE heroes | yin Sua vit ai baal of on 


res ate ae? a bes tan: a ni Surd a 
0) Lian ens) bai! bin ine: a) isa saa cnt . 
galbens: tt va ve | sl hada ibokuthe atl bt r ; 


Aa. bial tv wu Py anaes ata echiie! % 


gk ¥ ‘may 63 a) yey if “a Meaaaiie 


Oa | em Ge Mromsiigs satay ta ue a 
“behead itis as olbe btuye neigh Leregee arage | | 
£1 Die soiohoshe seeld to avaagzaes arr “siti, uaw tency il: 
| | ) | Roeer sae an wi 
aids} rabies ont ioe ksyod i som» ne low 3 ig writ mn: | 
| . sedi baa senttats 3 


; 


= ; id si ] 


fe bic sntndot cy po iapisene’ wis tf sical a sia au Xo ee 
| hid tor avs ies ono 


os swine | ger uuligx se basakng eae 


every ton of flues manufactured. In the later deed there was a 

recital of the first deed followed by a covenant by the defendant to pay 
Two Thousand Two Hundred Pounds (by installments) for the assignment 

to him (through a trustee) of half the patent rights with half of the 
royalty payments due under the first deed to go with the assignment. 

The plaintiff brought action for failure to pay the royalties under 

the first deed and failure to make the installment payments under the 
second deed. The pleas by the defendant were based on invalidity of 


the patent. 


Lord Denman C.J. in delivering the judgment of the 
Court of Queen's Bench made light of the distinction that the defendant 
attempted to draw between this case and that of Bowman v. Taylor. It 
was argued that in this case no specific mention was made in the deeds 
between the parties as to the plaintiff being the inventor of the 
invention covered by the patent. Further, even if estoppel did apply 
to pleading that the invention was not new and the plaintiff was not 
the first inventor the defendant should not be estopped from denying 
that the specification did not support the patent (i.e. the invention 
was not fully described). Lord Denman said that it was not necessary 
to decide this point because the court was of the view that the judgment 


must be for the plaintiff on other grounds. 


The other grounds then selected by Lord Denman have 
a curious similarity to the ground on which decision was deemed unnecessary. 
He held that the defendant was bound to pay the royalty payments stated 
in the first deed because there had been no eviction and hence no total 


failure of consideration and the royalty was due "whether the patent was 
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valid or not, as (the defendant) would be estopped in an action upon 


“3 With respect 


that deed from denying the validity of the patent". 
to the payment of the money for purchase of the half share in the patent, 
as covenanted in the second deed, it was held that this was to be 


regarded as a "mere covenant in gross for the payment of money” which 


was wholly independent of any covenant that may be made by the plaintiff. 


Lord Denman concluded his judgment by mentioning with 
respect to the assignment that "each party may recover against the other 
for a breach of their respective covenants.""° Nonetheless for this 
particular action he concluded that the invalidity of the patent, as 
stated in the pleas, afforded no ground of defence at law for the 
covenant in question. How much this case rests on the intricacies of 
pleading is not known. Possibly the defendant could have brought a 
successful action against the plaintiff for the een of one of he 
clauses present in the second deed whereby the plaintiff covenanted the 
validity of the patent. The way this covenant may Pd affected matters 


is not known as this aspect of the case does not appear to have been re- 


membered. 


Lawes v. Peer another case decided in the 
Court of Queen's Bench, provides a slight extension of Taylor v. Hare. 
In Taylor v. Hare, the plaintiff was the licensee who was seeking recovery 
of royalties previously paid on what was discovered to bevan invalid 
patent. By contrast, Lawes v. Purser had the more familiar action bye 
patentee for royalty payments of 10 shillings per ton that were said to 
be due under a license for manufacturing manure’. The defendant's plea 


a tbid. p.. 986: 


MOT sds p. 986. 
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that the patent was invalid was held to be bad on the grounds that 

the defendant had operated under the license and therefore, there 

was no failure of consideration. As in Taylor v. Hare, the argument by 
-the licensee that everyone was free to use the subject matter of an 
invalid patent was not taken up by the court but instead it was 
suggested that the absence of any allegation of eviction of the 


licensee made the plea of invalidity bad. 


There is a comment by one of the judges in Lawes 
v. Purser that would appear to put a halt to a full extension of 
Taylor v. Hare. Erle J. suggests i that licensees who came to the 
view that a patent was invalid should give notice to the patentee 
that the validity of the patent was disputed and henceforth they would 
use the invention in their own right and not under the permission of 
the patentee. He thinks that "perhaps" on any action on the agreement 


for subsequent use the invalidity of the patent might be a defence. 


A final comment on Lawes v. Purser relates to the 
interpretation placed on earlier cases: Bowman v. Taylor was cited in 
favour of the plaintiff's case, but Wightman J. interjected to state 
that that case turned entirely on estoppel by the deed (a deed was not 
used in Lawes v. Purser); Hayne v. Maltby was represented as a case 
turning on fraud and also turning on the point which was alleged to be 
the basis of Chanter v. Leese viz. a mere executory contract. This 
categorisation of the contracts in the earlier cases being merely 
executory is a misleading exercise in semantics. Hayne v. Maltby makes 


no specific mention of this factor. In Chanter v. Leese, there is a 
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passing reference to it but only to contrast the agreement with one 

in which there is an outright assignment. The nature of the agreement 
in Lawes v. Purser does not seem any less an executory contract than 
in the earlier cases. The "executory" categorisation could be given 
to the Lawes v. Purser agreement as well, if the court took the same 
approach as in Chanter v. Leese and considered it to be necessary 

for the licensor to provide a valid patent before any obligation fell 


on the licensee to carry out his covenant. 


In a significant case involving the assignment of 
patent rights a different tack is taken in Hall v. Condor. ?” Rather 
than being concerned with estoppel or with a direct analysis of 
consideration, the Court of Common Pleas analysed the agreement under 
which assignment of a patent took place and concluded that there was no 
implied warranty that the patent was valid. The assignment was for half 
of the interest in an English patent related to the prevention of boiler 
explosions. The patentee had already assigned away the other half to 
another party. The agreement was expressed in a memorandum of agreement 
that was couched in quite informal terms and meh of the argument in the 
case centred on the issue of whether the Two Thousand, Five Hundred Pounds 
sum mentioned in the memorandum was due or whether appropriate part payment 
had already been made. The defendant assignee was unsuccessful in his pleas 
relating to payment and accordingly much of the argument was on the 


defendant's plea relating to the alleged invalidity of the patent. 
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Williams ater in delivering the judgment of the 
court, reviewed cases involving the sale of chattels. He concluded 
that the law relating to the sale of ascertained chattels was that 
there was no implied warranty of either title or quality unless there 
were circumstances beyond the mere fact of a sale from which it may 
be implied. By analogy the contract for the sale of a moiety of 
patent, being an ascertained thing could have no implied warranty unless 
some other factor was present. An analysis of the relative knowledge 
of the parties was made: Whether the invention was worthless and of 
no utility to the public, this was as much with the knowledge of the 
defendants as the plaintiff and therefore, no warranty could be implied; 
on whether the invention was new and whether the plaintiff was the first 
and true inventor the same conclusion egren here y Accordingly, as no 
warranty could be implied, the basis of the contract was merely to 
place the defendants in the same position as the plaintiff with reference 


to the patent. 


Only one earlier case related directly to patents was 
mentioned in argument and in the court's decision, that of Chanter v. 
iene It was distinguished on the ground that the plaintiff in that 
case had contracted that the defendants should have the exclusive rights 
under the patent and hence "there was no doubt as to what the parties 
contracted for". Williams J. makes no analysis of the decision itself 
in Chanter v. Leese - the exclusive nature of the license receives no 


direct attention in that case - nor does he canvass the possible result 


ibid. pp. 40-42. 
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in the instant case if there had been an assignment of all the 


interest in the patent and not just half the interest. 


The defendants in Hall v. Condor took the case 
on error to the Exchequer Chamber but the judgment of the Court of 


Common Pleas was affirmed without further reasons being geatealae 


The hearing of the case of Smith v. Neale-> had 
commenced in the Court of Common Pleas before the hearing of Hall v. 
Condor with the decision being given after it. In that case, there 
was also a plea by the defendant that the patent was invalid and in 
fact it was also pleaded that the patent had lapsed through failure 
to lodge a specification in support. The agreement, that was merely 
in the form of a memorandum signed by the defendant and orally 
assented to by the plaintiff, conveyed the patent to the defendant 
with an option for the plaintiff to reclaim it if royalty payments fell 
below a certain level. Without analysis of possible differences arising 
through these circumstances Willes J. cited Hall v. Condor and stated 
that the only warranty implied in the contract was that a patent grant 
had been made. Willes J. concluded: 

"In short, the defendant in this case, 

as in Hall v. Condor, contracted for 

the use of the plaintiff's right such 

as it was, without regard to whether 

it could be sustained upon litigation 


or not: and there is nothing unreasonable 
or uncommon in such a bargain." 


' Supra note 19, p.55 


23 (1857) 2.C.B. (N.S.) 67; 140 E.R. 337 
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In the development of the law sketched so far, 
different grounds for rejecting pleas of patent invalidity are seen. 
Each one of these grounds seems to have had limitations placed on 
it. A case in which lawyers for the defendant appear to have taken 
the best of precautions in avoiding the stumbling blocks presented by 
earlier cases to successfully pleading invalidity is that of Smith v. 
Scott.” This case cannot be regarded as a landmark decision in 
itself because it stopped at the level of the Court of Common Pleas 
and in the years to follow the decisions of higher authorities tended 
to put it in the shadow. Where it is of main interest is that it 
disregarded the reasoning that supported earlier decisions and emerged 
as a warning to anyone whose faith in stare decisis may be coming a 
little intense. It certainly appeared to put defence counsel in a 
very defensive mood indeed in later cases where patent invalidity was 


sought to be pleaded. 


In Smith v. Scott the plaintiff, who had obtained 
a patent for his invention to do with improvements in the manufacture 
of wire rope, had entered a deed whereby the defendant was granted an 
exclusive license to work the patent. When the plaintiff brought action 
for recovery of royalty payments that the defendant had covenanted to 
pay on each ton of wire produced, the defendant made various pleas, 


two of which were demurred to by the plaintiff and were put to the court. 


Under one plea the defendant stated that the 
plaintiff did not give and the defendant did not take the exclusive 


license provided for in the deed. The other plea was [In simflar terms 


29 (1859) OnG.8.. (N.S.) 7739 AAIVE.R.. 654 
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to that of Hall v. Condor - that the invention was worthless, of 

no utility, not new and that the plaintiff was not the true and first 
inventor - but added to the Hall v. Condor form of words "that the 
plaintiff knew (of this) and the defendant did not and had no 


notice or knowledge thereof." 


The way in which these pleadings were drawn would 
seem to be no accident and the resume given in the report of the 
argument of counsel for the defendant indicates that adoption had been 
made to favourable authority and unfavourable authority was being 
avoided. However, this was unsuccessful. The judgments of Williams J. 
and Willes J. effectively overlap with that of Byles J. adding nothing 
of substance. The following is noted on their treatment of earlier 
authorities: 

(i) Hall v. Condor and Smith v. Neale were accepted as being 
authority for rejecting the second plea without any note 
being taken that Hall v. Condor had been based on a lack 
of implied warranty that the patent was valid; in that 
case, it will be recalled, the lack of superior knowledge 
available to the plaintiff was invoked as a test that 
indicated no implied warranty of validity yet in the instant 


case, that superior knowledge is pleaded. 


(11) Lawes v. Purser is also taken as authority for 
rejecting the second plea without any regard for the fact 
that in that case "enjoyment" of the license was the 


material aspect that led to rejection of the plea, yet 
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in the instant case, it was specifically pleaded in 
the first plea that the defendant did not take or 


have the license. 


(111) Chanter v. Leese is noted as a case in which the plea 
of invalidity of a patent was accepted with respect 
to an exclusive licence on the grounds of complete 
failure of consideration, but was distinguished on 
the ground that failure of consideration did not apply 
in the instant case because the agreement was in the 


form of a deed. 


(iv) Hayne v. Maltby is noted but only in passing in that the 
part of the judgment of Taylor J. in Bowman v. Taylor 
where Hayne v. Maltby was distinguished is highlighted. 
This is the passage in which Taylor J. pointed to the 
estoppel that arose due to the plaintiff in that case 
being described in the recital to the deed as having 
"invented" the invention and contrasting it with Hayne 
v. Maltby where the plaintiff was described only as the 
assignee. This portrayal of Bowman v. Taylor is not 
continued, however, because there is no mention of any 
recital in the deed of the instant case that may infer 


validity of the patent. 


What emerges from Smith v. Scott through its 
jumbling of authorities seems to be an inflexible rule that when the 


licensing of a patent occurs by deed there will be no opening for 
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the licensee to challenge validity, with the possible proviso 
left by this and earlier cases that proof of fraud may give 
grounds for challenge. The earlier authorities show an adaption 
of broader principles derived from the general field of law, but 


this case lends the rule an autonomy from the’ general field. 


Noton v. Brooks" a case of a license granted 
under ordinary agreement, did not share the subtle drafting of 
pleadings used in Smith v. Scott, and seemingly due to the absence 
of anything implying validity in the agreement Hall v. Condor was 


applied by the Court of Exchequer without comment. 


Emergence of what may at first seem to be nearly 
an absolute rule of estoppel against challenge by a licensee of the 
validity of a patent is to be found in Crossley v. Dinone, a decision 
of the House of Lords. In this case there was no chance of resting 
the decision on the impact of a deed because the licensing agreement 
was entered verbally and its nature was so vague that the defendant 
even denied that the agreement amounted to a license. It was alleged 
by the appellants that they had verbally agreed to grant a license 
to the respondent to use carpet looms that were covered by a number 
of patents that had been acquired from various sources. The 
respondent was to be free to acquire the looms from any source 
provided he paid a stipulated royalty. In the event, the respondent 
made an outright purchase of forty-one looms from the appellants and 
paid royalties on their use. The respondent later purchased twenty- 


three looms from a third party. The appellants alleged that these 
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looms were an infringement of the appellants’ patents. An order 

was made in favour of the appellants by the Vice Chancellor which, 

on appeal, was varied by the Lord Justices and it was on the 

variation that the appellants took the case to the House of Lords. 

In effect the issue to be resolved was whether action under the 
alleged license was appropriate or whether only infringement 
proceedings were available. This was necessary because the defendant- 
respondent had denied he was a licensee, questioned the validity of 
the patents and also asserted that the looms that he had acquired 


elsewhere did not fall within the scope of the patents. 


Many of the cases that have already been discussed 
are mentioned in argument by counsel but their Lordships’ judgments are 
noteworthy through the absence of any cited cases. The Lord Chancellor, 


Lord Westbury, peserese 


"...the first contention on the part 

of the Respondent is this, that 
notwithstanding that relation (of 
licensee) continues, he is at liberty 
to deny the title of the Appellants 

to the ownership of the inventions, for 
the use of which he is thus paying a 
royalty. We are all very well aware 
that that is a proposition inconsistent 
with law, as it would be equally 
inconsistent with the ordinary reason 
and good sense of mankind". 


The only further comment on this aspect of the case is made by 
Lord Chelmsford who stated that there can be no refusal by the 


defendants to pay the royalties because ''He cannot act under the 
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agreement, and, at the same time, repudiate it". Tt was the 
continued payment of royalties on the looms purchased from the 
plaintiffs that Lord Chelmsford regarded as clearly establishing 
that a patent licensing relationship ecletcd but details of 
the nature of that relationship were regarded as having no impact 


because he says: 


"It is unnecessary to consider very 

closely what was the exact character 

of the agreement between the parties". 

On issues relating more to fact than law, 
the conclusions reached by the House of Lords were that a 
licensing arrangement existed and that there had been sufficient 
evidence presented to the Vice-Chancellor for there to be a 
finding that the looms acquired from the third party fell within 
the scope of the patents. As, on a question of law, the validity 
of the patents could not be denied by the defendant royalty 
payments were due on the looms. It was at this point, however, 
that the House of Lords made a most significant variation to the 
order made by the Vice-Chancellor. The Vice-Chancellor had 
declared that the defendant was not entitled to use any machines 
constructed in accordance with the plaintiff's invention without 
paying the royalty. Their Lordships modified this declaration of 
non-entitlement by ordering that the defendant was not entitled to 


use the machines "during the continuance of the agreement between 


the Defendant and the Plaintiffs". 


29 (1852) 15 & 16 Vict. c.83, s.35 which deems the patentee to be the 
exclusive proprietor of all interests, licenses and privileges 
unless an assignment or license is recorded in the patent Register 
was overlooked by all as it is clear no registration was made. 
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The reason for this modification of the order 
is that the defendant was said to be prevented from denying the 
validity of the patents only whilst he was operating under the 
agreement. The Lord Chancellor says that 


"(The) license being the foundation of 
the claim, and of course determinable 
by the Respondent at pleasure, if he 
chose to put an end to that license, it 
follows that the present Appellants, if 
he continues to use the machines must 
treat him only as a person infringing 
their patent right." 30 


And, similarly, Lord Chelmsford said 


"He may, if he pleases, put an end to 
the agreement, and he may use the 
machines which he has purchased from 
the Plaintiffs; but he must do so at 
his peril; he must do so under the 
liability to be treated as an infringer, 
and to be subject to an action for 
damages for that infringement." 


This puts matters in a different light to 
estoppel by deed. Under Bowman v. Taylor a where the recital 
in the deed was held to estop denial that the patentee had 
invented the subject matter of the patent, that estoppel would 
appear to still apply even if the licensee purported to terminate 
the agreement and face the patentee as an alleged infringer. The 
case of Carpenter v. Buller =P that has been mentioned in some of 


the patent cases would not have assisted in those times, at least. 
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33(1941) 8M. & W. 209; 151 E.R. 1013 
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In Carpenter v. Buller a recital in a deed which indicated the 
boundary of the defendant's land was held not to estop “he 
defendant from claiming otherwise in a later action that was 

based on matters quite distinct from that encompassed by the 

deed. It would seem that a licensee would not be able to bring 
himself within the Carpenter v. Buller situation by changing status 
from licensee to alleged infringer because the situations would be 


sufficiently interelated for any estoppel to still apply. 


The accent that the House of Lords in Crossley v. 
Dixon put on the ability of the defendant to terminate the license 
if he wished to make a proper challenge of the validity of the 
patents should be regarded as placing a limit on the broader 
statements used in the judgment. The case concerned a verbal license 
that could be terminated at will. Would the pewpets of the House of 
Lords have so readily grasped their Aesiion if the agreement was 


for a license over a set number of years, especially if there were 


Many years to run? Can the decision be said to embrace assignments? 


Take the following fact situation that would be 
far fromatypical: a licensing arrangement is entered by a 
memorandum of agreement with the term to be the unexpired portion 
of the patent. Suppose that the licensee paid the royalties but 
then disputes arise between the licensee and licensor; assume the 
licensee terminates the agreement say 10 years before its expiry 
date and continues to carry out the patent process outside the license 
agreement. If the patentee was then to bring an infringement action 
which was defeated by a successful challenge to the validity of the 


patent, what answer would be given if the patentee then brought 
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action for damages for early termination of the licensing 
agreement? The suggestion made in Crossley v. Dixon that the 
licensee should terminate the licensing agreement if the patent 
is to be challenged would have been followed. The facts would 
be on all fours with the original case in the area, Hayne v. 
Maltby, and there is nothing stated in Crossley v. Dixon that 
would prohibit the result of that case being followed. 
Accordingly, whilst real difficulties may confront a defendant 
in resisting an action on the license because of the impact of 
statements made in cases following Hayne v. Maltby there is no 
direct bar to a successful defense of such a case to be found 


in the House of Lords consideration of Crossley v. Dixon. 


Before leaving the hypothetical situation presented 

above, a further reason for giving the Crossley v. Dixon decision a 
limited ambit can be seen if the facts are altered. Suppose the 
licensee does as before and purports to terminate the agreement. 

He continues using the process and awaits the infringement action. 
Under Section 42 of the Act a then in force any of the superior 

courts could hear the infringement action and if infringement is 

found, an order could be made granting an injunction, inspection or 
account (similar powers exist under modern legislation). If the 
challenge on validity was unsuccessful and infringement found an 


injunction may then be ordered. Suppose that an avaricious patentee 


34 (1257)° 158916 Vict. c.83. 
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then follows this by an action for damages for termination of the 
agreement. Could he recover for the ten years license payments if, 
for simplicity sake, the payments were stated on a time basis? A 
clear "no" would seem the only reasonable response, but should 

that be the response, there could seem to be no justification for 
the alternative: an award of license payments following a 


declaration of invalidity. 


It is arsotke be noted that the rationale of 
Crossley v. Dixon - a licensee should not be able to enjoy an 
agreement and at the same time challenge it - cannot be applied to 
assignment agreements. The differences between an exclusive 
license and an assignment often would be of little practical impact 
to the parties because there are many devices available whereby the 
amount due on assignment could be paid off over a period with the 
rate of payments being fixed on a royalty basis calculated on the 
goods produced. In fact, in some of the earlier cases, it is 
difficult to determine whether it was an exclusive license or an 
assignment that was being made. All sorts of parallels with other 
areas of law could be drawn, however, to infer that there may be 
different legal results on a patent license - even one running for 
the term of the patent - and a patent assignment. Reflections on 
the dicta in Crossley v. Dixon that related to the case in which 
the defendant could terminate the agreement and then challenge the 
patent implies that an assignment may have been treated differently 


by the House of Lords. However, courts in later cases have shown no 
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concern for this possible difference and licenses and assignments 
have not been distinguished from the point of view of challenging 


validity. 


The House of Lords had a further opportunity 
to consider the question of licensee estoppel in the case of 
Clark v. ave Noe The licensee did not attempt to challenge 
the validity of the patent but limited his defense to arguing that 
in the light of the prior art the patent should not be construed 
to embrace his activities. That is, he was arguing that royalties 
were not due because his goods were not within the patent. Further 
aspects of this case will be discussed at a later stage. For the 
moment, its significance is that there are remarks made in the 
course of the judgments that clearly assert that a licensee may not 
challenge the validity of a patent. No cases are cited, but 


Lord Blackburn states: 


"The position of a licensee who under 

a license is working a patent right, 

for which another has got a patent, is 
very analogous indeed to the position 

of a tenant of lands who has taken a 
lease of those lands from another. So 
long as the lease remains in force, and 
the tenant has not been evicted from the 
land, he is estopped from denying that 4° 
his lessor had a title to that land." 


This statement has a breadth of scope that conceals the origins 


of licensee estoppel. 


25 (1877) 2 A.C. 423. 


38 Ibid. p. 435. 


7 ie ae yea at thaqoaies | 
eymadtaita x “Fqinmrt8 sod bib pe ah 
_ fel galueie 94 adnate ‘abet basket at | 1S: he 

lista Bs of str ‘ted fan ane oat, ie softs 08303 


paki te¢os. 259 ariinye eau (ea has cil oman w, fet + 


I al aie my yee wrens fo tips an 
dings, sak Aberenet aw aie sunita danas a 


arent ne poe gon at spsteg 

cy (emg rey Cwerttens fobie 

rotak qee ote of basbak auootenk ¢x9¥ 

Se ate ke eae 

at. -xedtonm adr? eben seodt Yo easel 

fra peated? ot extnges sonal pris: a aed 

edd ox}, hetolve seed ‘stor Bad Joanet arts, 

rs greys mot® Saqqoses at of ,eaat 
(a me rac of aighe, isin yore! bead 


“2 


_ co i he 


< 


60 


3. A Frequent Result becomes the Absolute Rule. 


As has been outlined, a prohibition on a 
licensee or assignee of a patent making a challenge to the 
patent's validity first emerged as the result of construing the 
agreement. Recitals in a deed were held to estop, absence of 
express covenants was found to give rise to no implied warranty 
on validity and with a selection of analogies that often centred 
on landlord and tenant or sale of chattels the result was 
becoming predictable. The statements made by the House of Lords 
in Crossley v. Dixon and Clark v. Adie were couched in language 
that did not appear to allow variation from the normal result 
and hence "estoppel" became an absolute rule noted without 


qualification by the textbooks of the time. 


That memory of the origins of the rule became 
forgotten is illustrated by the cases now to be noted. It would 
seem that application of the original more traditionally - 
orientated methods of construction would have led to different 
results in these cases, but this was prevented by the absolute 


estoppel rule that now had a life of its own. 


In Mills v. Carson.” a case going to the level 
of the Court of Appeal, action was brought against licensees who 
refused to make the semi-annual royalty payment after the patent 
had lapsed through non payment of fees and failure by the patentee's 
assignee to carry out his covenant to bring action against infringers. 


A plea that the patent was ineffectual through lack of novelty was 


also made. 


37 (1893) 10 R.P.C. 9 
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The indenture setting up the license was 
detailed and appeared to put the defendant in a favourable 
position. First, the period of the exclusive license was "for 
the remainder of the term of years for which the patent had been 
granted.'' Despite the argument that the Patent Act itself stated 
that the term of the patent ceases if the required fees are not 
paid, all the members of the court concluded that the phrase 
should be construed as meaning fourteen years, that is, the normal 
term of a patent. Secondly, the indenture stated that 

",..if the (patentee) should at any 

time omit to take (any necessary 

infringement) proceedings, and if 

the said Letters Patent should become 

void or ineffectual by reason of any 

such omission or refusal on the part of 

the said (patentee), or by reason of 

the said invention not being novel or 

being an infringement of other Letters 

Patent, then the payment of the said 


annual sum under the Indenture should 
cease and determine..." 


In construing this clause, Lord pene - 


Lopes “Eee and Kay sagt all adopted the same approach, saying 
that the relationship of patentee and licensee estopped the | 
defendant from denying the validity of the patent and accordingly, 
the defendant was not permitted to show that the invention was not 
novel. Further, on the infringement aspect, it was only if 


invalidity had been declared through an infringement action that 
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the payment should cease. (Needless to say, this had not 


occurred because no action had been taken against infringers!) 


There was a further clause of the indenture 
that was subject to argument, a clause in which the patentee 
covenanted the quiet enjoyment of the license. It was accepted 
by the court that the lapse of the patent may have breached this 
covenant but, om construction, the argument that this went to 
the whole consideration was rejected. It was held that this was 
an independent covenant that could possibly have given rise to 
a counterclaim but, as no counterclaim had been brought, the 
licensee remained obligated to pay royalties for the residue of 


the fourteen years. 


Given the approach adopted by the Court of 
Appeal it would seem difficult for a clause to be drafted that 
would allow a licensee to escape liability for royalties in the 
event of the patent collapsing. However, results remained a 
little unpredictable in that a different attitude prevailed in 
Cummings v. Bteveure: where an exclusive license was granted 
for patents taken out on an invention in England, France and 
Austria and the French and Austrian patents lapsed due to renewal 
fees being unpaid. A clause in the license agreement whereby the 
patentee covenanted to take action against infringers was the 
main clause relied on by O'Connor M.R. in determining that there 


was an implied obligation on the patentee to keep the patents 
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alive by paying renewal fees. Mills v. Carson was reviewed 

in the decision but the Master of the Rolls was of the view 

that it was a matter of construction with each agreement and 

the agreement under examination favoured a result contrary to 
that reached in Mills v. Carson. The further conclusion reached 
was that the obligation to pay fees could not be regarded as an 
independent covenant but went to the real consideration for the 
licensee's covenant to pay. Harking back to the much-overlooked 
Chanter v. Lees, 1” O'Connor M.R. concluded that the rights in 
the three countries could not be regarded as divisible and that 
lapse of the patents in two countries constituted a failure of 
consideration for a major part which led to an overall failure 


of consideration. 


On the issue of the patent becoming void through 
non payment of fees to the Patent Office, Mills v. Carson rather 
than Cummings v. Stewart was followed in the Canadian case of Bull 

43 


v. Williams Piano Co. Ltd. The case is in the note form only 


but it would appear the Cummings v. Stewart was not even considered. 


The lapsing of the patent would seem to fall 
within the category of "eviction" which is mentioned by Lord 
Blackburn in Clark v. Adie (No. ay" Invalidity of a patent being 
declared through its lack of novelty would also seem to constitute 


"eviction" within these terms and this possible form of argument 


ee note 11 
43(1925) 29 O.W.N. 304 
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was heeded by defence counsel in the case of The African Gold 


Recovery Company Ltd. v. The Sheba Gold Mining Company rea. a 


Also taken up in this case was the hint provided by the dicta in 
Crossley v. Dixon ° in that the defendant immediately advised 

the plaintiff that he was terminating the agreement when the 
patents were declared invalid. In this case, a four year license 
had been granted with the defendant covenanting to pay 5 per cent 
on all bullion produced by the patented processes and also 
covenanted to purchase all its cyanide requirements for operating 
the process from the plaintiff. Shortly after entering the 
agreement all patents were declared invalid through the action of 
a third party. The defendants gave immediate notice of terminating 
the agreement. Upon the plaintiff commencing action under the 
agreement, the defendant pleaded that validity of the patents had 
been an implied condition of the agreement and in the light of the 
challenge by the third party being known when the licensing 
agreement was entered, the implied condition was backed by an 
express statement by the plaintiff company's secretary that the 
agreement would be rendered void if the patents were invalidated. 
It was also pleaded that the cancellation of the patents amounted 


to an eviction. 


All the pleas were rejected by Matthew J. with 


49 (1897) 16 R.P.C.. 660 
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his citing of the "general rule" that a licensee cannot dispute 
validity. On the eviction argument, Matthew J. noted that the 
defendant had, and still could, enjoy the benefit of the 
agreement. Accordingly, the order made was for payment of past 
royalties, an accounting for the remainder of the four years and 
loss of profits on the cyanide which the defendant had ceased 


buying from the plaintiff. 


There was early acceptance of an unequivocal 
estoppel rule in Canada where pleas seeking to challenge validity 
were summarily rejected in Gray v. Bidiineron and Vermilyen v. 
Cannife” In those cases "eviction" could not have been 
argued, however, the lack of success of such an argument was 
illustrated in the case of Anderson v. E.J. Shepard bedees 
In this case, the defendant had been granted an exclusive license 
and made the main base of his defence to an action for non payment 
of royalties an argument that the patentee had failed to take 
action against infringers of the patent. There was a clause of the 
licensing agreement that provided that the licensee would not 
challenge the validity of the patent and clearly this clause in 
combination with the general rule must have dissuaded the 
defendant from making a direct attack of validity an aspect of 


his defence. The Ontario Court of Appeal rejected the defence and 


the related counterclaim for failure to enforce the patent on the 


*7 (1871) Pt .C. Ps; i266 
48 (1886) 12\0..R« 164 


49 (1930) Geccttuen. 10s: ulosoti> «1.D-L.R: 204.(C.A.) 
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ground that there was no specific undertaking to be found in the 
agreement for the patentee to act against infringers. This result 
was reached by the court canvassing the general rules that it 
considered to be applicable and concluding that in the absence 

of fraud or misrepresentation no defences were available to an 


action for royalties, because caveat emptor applied. 


A different attitude is to be found in the 


Ontario Court of Appeal a little over a decade later in the case 


of Trubenizing Process Corp. v. John Forsyth Went A key 


clause of the agreement for the non-exclusive license in this 
case stated 


The Licensee admits the validity of 

the patents referred to herein and 
agrees not to contest the validity 

of any of the aforesaid patents and 
agrees not to become voluntarily a 
party directly or indirectly to any 
procedure disputing the validity or 
tending to impair the value of any of 
the said inventions or Letters Patent 
covering the same, during the period 

of this license and at all times 
thereafter except as to such patent 

or patents as may be adjudicated invalid 
by a court of competent jurisdiction 
from whose decision no appeal is or can 
be taken." 


Two patents were covered by the license. 
A third party had challenged the validity of these patents and 
one had been declared invalid by the Exchequer Court and the 


second upheld by that court. The patentee took no appeal on the 


30 (19427 0.R. 271 (C.A-) 
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first patent but the challenger took an appeal on the second 
and that patent had been held invalid by the Supreme Court. 
The patentee appealed to the Privy Council, at the same time 
lodging with the Patent Office a disclaimer that limited the 
scope of the patent. The Privy Council did not pass judgment 
on the validity of the patent as so limited, but restricted 
itself to declaring that the patent as originally filed was 


invalid. 


The plaintiff brought action for recovery of 
royalties that the defendant had ceased paying after invalidity 
had been declared. At trial, Chevrier J. accepted the 
defendant's argument that with one patent being invalid and the 
other, now with disclaimer, being something other than what was 
originally contracted for the defendant was relieved from the 
obligation to pay royalties. The second point aside, Chevrier J. 
was of the view that the disclaimer did not meet the requirements 

50a 


of Section 50 of the Patent Act and accordingly, it had to 


be adjudged invalid also. 


In the Court of Appeal, Robertson C.J.O. was of 
the view that the invalidity of one patent and the modification 
of the other did not necessarily permit the non payment of 
royalties but he nonetheless found for the defendant on the 
ground that action was being taken by the assignee of the 


patentee and there had not been complete assignment of the benefit 


ae Under $.50 a disclaimer may be made to remedy a defect 


resulting from an error arising from "inadvertence, 
accident or mistake". 
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of the license to the assignee due to only the valid patent 
being named in the assignment. Henderson J.A. and Gillonders 
J.A., in separate judgments, made a more fundamental attack on 
the plaintiff's claim, being of the view that no royalties could 
be due once the entire foundation of the agreement had 


disappeared. 


On appeal to the Supreme Court the decision 
of the Ontario Court of Appeal was reversed. With Rinfret J. 
dissenting and the rest of the court concurring in the judgment 
delivered by Davis J. the licensee's covenant to pay the 
royalties was held to be an independent covenant that remained 
operative and effective notwithstanding the adjudications that 
have been made with respect to the two patents named. The clause 
that is quoted above was noted as causing some difficulty but no 
explanation is given as to its proper construction. Davis J. said 
that there was another clause that should not be overlooked, this 
being a clause whereby the patentee covenanted not to sue the 
licensee for any infringement of any patent "now owned or 
controlled or hereinafter acquired or controlled by (the patentee)." 
No remark was made on the guid pro quo indicated in the immediately 
following clause of the agreement whereby the licensee covenanted 
to patent any improvements that it may discover and assign them 
to the patentee. It would seem that even a clause stating that 
royalties need only be paid whilst a patent subsists is not 


sufficient to remove liability even when it expires. 
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Given the tendency of the courts to place 
such heavy weight on the estoppel rule that implied covenants 
of validity can seldom emerge the question faked as to whether 
an express covenant of validity will protect a licensee. In 
Henderson v. patete(: an express covenant of validity was held 
to go to the very basis of the agreement but the agreement was only 
to procure a license and the license had never been executed, 
but given the dicta that estoppel may have arisen if the grant 
had actually taken place, one is left in doubt on the effectiveness 
of such a clause. In Gillard v. Watson,>7 a case heard by the 
Appellate Division of the Supreme Court of Ontario, there was a 
completed license under seal which contained a covenant of 
validity of the patent. Despite this, the court held that the 
covenant had become a warranty as the license had been granted and 
acted on. It being only a breach of warranty it could not be a 
full defence and in the absence of a counterclaim being set up, 


evidence of invalidity was not admissible. 


This appears to vary so drastically from the 
traditional approach to contracts of a continuing nature that it 
would seem to be just a different way of expressing a near- 


absolute estoppel rule. 


An interesting, perhaps bewildering, extension 


of the estoppel theme is to be found in Coyle v. Surouless In this 


ae (1907) 24 R.P.C. 108 
32 (1924) 26 O.W.N. 77 


53 [1942] 0.R. 307 
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case, the patentee, operating under the terms of the agreement, 
terminated the license to use patented egg cartons due to the 
licensee being six months behind in making royalty payments. 
The agreement provided, inter alia, that in the event of termination 
of the license 

"nothing herein contained shall 

release the Licensee from the 

obligation to pay the royalty then 

already accrued at the date of such 

termination, nor relieve the Licensee 

in any way from the position of an 

infringer, if he continues there- 


after to use the invention without 
a new license..." 


The patentee brought action for arrears of royalties under the 
agreement and for damages for infringement of the patent after 
the determination of the agreement by the plaintiff. The 


defendant set up the invalidity of the patent. 


Hogg J. adopted the familiar estoppel 
doctrine and rejected the plea of invalidity with respect to 
royalties due under the agreement. With respect to the infringe- 
ment action, Hogg J. noted that in the absence of any agreement 
a user of a patent could be sued for infringement and would often 
adopt the defence that the patent was not valid. If the defence 
succeeded, the defendant would not be an infringer. In the 
instant case, the licensee had agreed that should the license be 
terminated, he would not be relieved from the position af an 
infringer. Therefore, reasoned Hogg ses 

"The conclusion completing the 


syllogism, to be deduced from 
these premises, is that the 
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plaintiff's patent in so far as 

the defendant is concerned is valid. 

I am therefore of the opinion that 

the defendant is estopped, or possibly 
the proper word to be used should be, 
restrained...from denying that the 
plaintiff's patent is a valid patent." 


Taken as an exercise in syllogism, the minor 
premise that has been used is that the defendant was an 
infringer. From this the conclusion will flow that the patent 
was valid. The deceptive aspect to this lies in Hogg J. 
accepting as a minor premise the matter that he was to resolve. 
Accordingly, the argument is circular. What he in effect was 
doing was giving the clause "the position of an infringer" quite 
an artificial meaning. In ordinary parlance one may refer to an 
"infringement" action rather than an "infringement or a non- 
infringement (depending on whether the patent is valid)" action. 
To adopt the artificial construction accepted by Hogg J. is 
tantamount to saying that once a license is entered the licensee 
is estopped from denying the patents validity either during or 
after termination of the license. This is quite contrary to the 
spirit of the decision reached by the House of Lords in Crossley 


v. Dixon. 


2 Supra note 27, Chapter 2. 


ii 
7 
e) 
Abn 


bE “(ohiey et ante a saitoeriv m0 2 


hole ez: ‘toscana i 
“tal noktbare #h3 Mart at 
yigtooog ao ,begqiaaa ah ie 
ad “Gtbaiee boey ot oF buow % 
ers ted yrs MOR. =! eT. 

soospq Glia 2 et ai al 


: _ id 9 Ui ch - bie 

tonkm ada wobgattys a walivrene: a es oe ; we ‘ Pas th 

ris wleiy isnbne ah ait medt at bes we vat me | 

joejaq anda sais we 89 Lb vobeut anon ees ‘tgs nia $9 

gaath pi: okt tty or! eae soe tigiieh: oat eet in 

aviqesit og due od vil r994h ‘oily on tnorg, reate ih on we Q 9 
sed | stale ak akon edt 6X on 

| wi ac Wy. 


is Wie ag s a my 
thay ‘sqm a eo aol s380q se" oats oft gate ks a 
PON ae oe Fe Lane a 


ris a 1997: yon 20 aonasxea ‘aaniine ot i nk deen Ane 
a j “hy oe BRO 


“fon '& B 70 seamegnisial” ™ nad sede se tied " 


ae ee, ee Awe rine 
srmagesta 


e 
= 


Hear Josaws ab 


i) 


ab ago a bosasaca aalrauxsenos | tobutiom ot sq0bs or 
agennoth ads besyane vat) epngott & AOMe, cats ganean oa sinvonasa63 - | 
xo girls raise) earbiiew eiuanes, st yotyeah mort ‘beqoane at - 


Om 


alin 0. psigsino9 sakuy vei abe vawmes kt atts do, notsanters?, ra 8 “a 


Megas? 2 HL abrot do, ‘payatt “ we beriane motaiosb oat 2o,siraen 1 ee i 


ae... ‘Ss mM, Hi 
, oh _ oer ‘as Lea hi : 7 
f ste 
4 . EP i 
= 


4. Estoppel of Assignors and Unresolved Difficulties 
in the General Rule. 

It is broadly accepted that an assignor of 
patent is estopped from pleading the invalidity of the eaeenes 
This rule was first stated in 1789 in Oldham v. Longmead a case 
that is cited in Hayne v. Maltby?’ That there are some 
different principles underlying the rule of assignor estoppel 
as against assignee estoppel can be seen from the manner in 
which Lord Kenyon distinguished Oldham v. Longmead (a case that 
he had himself decided) from the facts in Hayne v. Maltby. It 
will be recalled that in Hayne v. Maltby, the much distingulshed 
earliest case in the area, the assignee was permitted to plea 
invalidity basically because the court was of the view that to 
deny the plea would overlook a complete failure of consideration. 
There would never be any scope for a failure of consideration 
argument related to the validity of the patent to be raised by 
an assignor. The usual rationale given to preventing the assignor 


from challenging validity is that he should not be permitted to 


derogate from his own grant. 


Some of the early cases on assignees attempting 
to challenge validity were based on the ground that there was 
no implied warranty of validity in the assignment (see especially 


Bowman v. Taylor”). This style of argument was made in 


ap Fox p. 319; Terrell p.215 


Supra note 2 


Supra note 8 
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Chambers v. Crichley,”> but on this occasion it was the 

assignor who was seeking to challenge validity in an action 
brought by the assignee for infringement of the assigned patent. 
The defendant argued that as he had not warranted the validity 

of the patent, there was nothing in the assignment to prevent 
him challenging its validity. The Master of the Rolls rejected 
this argument on the ground that he would not permit the assignor 


to derogate from his own grant. 


This leads to what may seem a paradox: an assignee 
cannot plead invalidity because validity is not warranted yet 
the assignor is not permitted to show that there was no validity. 
Put in more drastic terms: the assignor is allowed to sell 
virtually nothing but is not allowed to prove that he did so. 
In fact, this is no more a paradox than the traditional "shield 


but not a sword" basis of estoppel in general. 


This does not end the matter, however, because if 
one is to have a rule against an assignor derogating from his 
own grant and this is to be the only scope of "assignor estoppel" 
one needs to know the nature of the grant from which there may be 
no derogation. This raises difficulties in analysis because 
"srant'’ embraces two distinct but possibly related elements: 
first, the character of the transfer and second the object of the 
transfer. With the first element, one may suppose differences to 


arise according to whether the transferor had sold the rights for a 


>? (1864) 33 \Beav.., 374% .33 -EsRs.412 
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considerable sum of money or had gained no direct advantage 

on the immediate transfer due to it taking place as a gift 

or, say, in an involuntary way due to it being an assignment 

in bankruptcy. Quite probably there will be various shades 

of grey to be found with the extremes, if extremes there should 
be. The second element must reopen the whole issue of what is 
the nature of the rights that can be transferred and should 
overlap significantly with the questions of what an assignee 
acquires. Finally, some interrelating between these elements ts 
to be expected if the problem is regarded as one of construction 
of the assignment agreement and determination of the intention 


of the parties. 


Whilst the separate elements just delineated 
were not recognised as such, the Court of Appeal in Cropper v. 
Smith and Hancock” had cause to examine the first element. One 
of the defendants was the inventor and original patentee. His 
patent rights had passed to the plaintiff through the plaintiff 
having purchased the rights from the trustee in liquidation when 
at an earlier time the defendant had gone into liquidation. It 
was held that there was no estoppel, although on a procedural 
point, the majority of the court held that the defendant had not 
made a proper plea of invalidity and hence was prevented from 
using the patent despite the fact that it had been declared invalid. 


The House of Lords yeteraed the decision on the procedural matter 
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having agreed with the Court of Appeal on the substantial 


issue. 


In Cropper v. Smith there were additional 
arguments that may have given rise to assignor estoppel, 
being directed in effect to an argument of patentee estoppel. 
It was argued that there was 
(i) estoppel by record — the record being the patent; 
(ii) estoppel by deed - the patent having been sealed; 
(iii) estoppel in pais - the conduct in question being 
the act of presenting a petition to the crown in 
which was made the representation that the invention 


was a new invention. 


Arguments (1) and (ii) were rejected by the court on the basis 
that novelty was not alleged as such in the specification, but 
instead it was directed to the method of carrying out the 
2 

invention. On argument (iii), Cotton L.J. concluded ° thas it 
it had been necessary to decide 

"That would ... be good as an estoppel 

in pais as against any one who is 

interested and who is proved to have 

acted in reliance on the statements 

which were made in the petition to the 

crown... but here there is no evidence 


that the plaintiffs in any way relied 
on the (petition)." 


Cotton L.J. noted the very small sum paid by the plaintiff for the 
patent and also expressed doubt on whether purchasers ever 


placed reliance on the petition alone. 


62) R.P.c. 92. 
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It would appear from the rejection of the 
above arguments that the grounds on which an assignor will not 
be permitted to later dispute the validity of a patent arises 
only through being a party to the assignment agreement. 

Whilst not completely rejected, the estoppel in pais argument 
was given such limited scope that it could be put on its own 
and if argued at all it would be as a secondary argument to one 


based on the impact of the assignment agreement. 


Very real difficulties may arise in applying 
an estoppel rule as is indicated in Heugh v. Cranbertath which 
is valuable mainly through highlighting an awkward fact situation. 
In this instance the patentee assigned his patent and later 
went into partnership with another person with whom he carried 
out a process which the assignee alleged infringed the patent. 

It was the partner of the assignor who contested the validity 
of the patent. The plaintiff argued that as the assignor was 
estopped from denying validity so should his partner be 


estopped. Jessel M.R. rejected this argument. 


The same problem as that of Heugh v. Chamberlain 
arose in a less direct fashion as another aspect of the Cropper 
v. Smith and Hancock case. As was noted above, in that case the 
assignment having been through operation of law from the patentee 
meant that he was permitted to raise invalidity. It was on 


procedural grounds that the majority of the Court of Appeal found 


RS (1877) 25 W.R. 742. 
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against him. However in Cropper's case there were two 
defendants, the patentee and his partner and it was the 

partner who successfully challenged validity. The difficulty 
arising from the Court of Appeal's result was that there was a 
successful defendant who was permitted to carry out the process 
and the unsuccessful defendant who was ordered not to use the 
patent, despite its declared invalidity, and was ordered to 
deliver up for destruction all apparatus used in the process. 
Quite understandably the House of Lords heaped scorn on the 
absurdity of this result - the apparatus to be destroyed was 
property of the partnership and hence related to the successful 
defendant as well. In the light of this, the House of Lords 
reversed the fection of the Court of Appeal on the procedural 


aspect and thus found for both defendants. 


Unnoticed by the House of Lords was the problem 
that could arise if the patentee had assigned for consideration 
and hence would have the ordinary rule applied and would have 
been estopped from denying validity. Then one would have had 
the same result as the Court of Appeal, although on different 


grounds. 


Perhaps what this does is to concentrate attention 
on the second element of "grant", the object of the transfer. 
Could one say that the assignor sells a proprictorial interest that 


he will not directly derogate from but that he retains a potential 


OM ona dyed, aia) - < auesian 

wet ar Hh Rene! yar aero ‘ regneg | 

shi hdl et edltatieys bagmiitaits, et fc — ; 
ore tant wor hades a sgh te a eet a 
nesoe7g and | sub re ay: be aatarzag pom ee 
om spe ‘ea Post barpbio: ABW Onl: hentia : : are vowel 
ait, beteb10) anu iui oinchiiba: Se eabignerane “we 


ais no Amose tonne ached to, aevat oat xe ‘ey pis 
anu bagorrawit wd Wan queens dy ody ~ ‘fhowss hacen so voltae 


sles. fl rs Af A citi Ae 


, Ee kiasobi ro) ‘ot beanie ‘bond bin euaenanisog on to ashy Wes 
"ger re) pouell eal anes 0, yaa oat at terse oe 


iv 4 a ne fs bb shes ery 


i eee | 4 


Jana oth oti} ae Treo ‘ta ‘aged oa 


Nia it Pa 


-asanbna tab dtod yok oN eudt 


we OG OE eye rt bath Saas mg nen! ve 
paling i Sects saball ed Wl Backs anit e nt c. 

nabserobraaen ot Meigtaina ed visunine ae 2 anna 
watt bivow baw boblgan ten erent git ovmil Svar sonodt bos 
bet sive lWow who” ali seaaictee gyaa mos? Megas aang 


siceminaeed ne caine ose, nabs cl ae sluest pane ada \d mt 


‘nef ; ; ; ; , ‘ i 1  yreg 
eo tsresteenaetuidhaab! oF ab ‘ane atts ‘sate geet *, ae, p nas 
_vetanies oh Yo soot ds eae Mahia" 20) “spinels sanen euly 0 | 


i 
a =. ah 


told sao te Lal sesetaaera po dkifor’ vonpyteoar 28 saris won orto fined kek. 
ln trastog ns ankssay en aiens jud nov: SdeQoven eiprerth re fTtw od 
’ 4 t Wir ? 
ai ip 
i | 
ip : } 
a os 1 
* \ fo : i : 
i ae 
ee (oe 1 


13 


right to use the subject matter of the patent if someone 

else successfully challenges its validity? If this was the 
case, one would have quite a stark contrast with the position 

of patent licensees who are not permitted to use a patent 

freely even after it has been declared invalid. It would also 
open the way to the simple device of challenging validity 
through a partner that a patentee could acquire after assignment 


had taken place. 


Instead of attempting any in depth analysis of 
the problem, an inflexible "assignor estoppel” rule has tended 
to be applied. Whiting v. maede tapplies an assignor estoppel 
rule with a strange confusion of policy arguments. Gillies v. 
Qui cbans indicates further difficulties in applying the rule 
automatically. In this case, the Ontario Court of Chancery did 
not engage in any analysis of the nature of the transactions but 
applied the rule as soon as it was determined that the defendant 
was an "assignor". The defendant Colton had financed and 
supplied premises to one Collard who was a patentee of inventions 
related to harrows and cultivators. Collard was to manufacture 
the equipment and Colton was assigned exclusive rights under the 
patents to sell the equipment in Canada and U.S.A. Later, 
difficulties arose in the relationship and, by deed, Collard 
returned the premises to Colton and Colton assigned the Interests 


in the patents back to Collard. Collard later assigned his 
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patents to the plaintiff. Upon the plaintiff bringing action 
for an injunction to refrain the defendant from infringing the 
patents, the defendant pleaded that the patents were invalid. 

It was conceded that the patents were invalid but it was held 

that as he had once assigned the patents, the defendant was 


estopped from denying their validity. 


It is hard to see how Colton could have been 
regarded as derogating from his grant. The grant, if faulty, was 
faulty only because it was that way when he received it and he 
returned it rather than passing it on. If any analysis on 
standard principles had been made it is unlikely that a court 
would conclude that the inventor Collard was getting back 
anything more than received and the arrangement having been complete 
it would ill-behove Collard to deny Colton a challenge to the 
validity. That being the case, the plaintiff Gillies should not 


have been in any better position. 


A similar dubious application of the rule was 
made in Gonville v. Hay°® where a patent taken out by inventor 
McC was licensed to H who executed a declaration of trust of the 
benefit of the license to the partnership consisting of McC, H, 
M and G. On dissolution of the partnership with G selling all 
his partnership interests to McC, H and M, the question arose of 


whether G could contest the validity of the patent. It was held 
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that he was estopped from doing so because he had assigned 


his interest and therefore he could not challenge its validity. 


In the last two cases, it is the lack of 
attention given to the first element of "grant'', the character 
of the transfer, that gives rise to the result. If this element 
was properly received, these cases would be seen to be analogous 
to the Cropper case where the transfer was by the trustee in 
liquidation and hence estoppel did not apply. This is not 
because the transfer is involuntary, but because the transfer 
would not seem to be a deliberate act but purely incidental to 


restoring an earlier situation. 


If the courts were to reassessthe assignor 
estoppel rule in order to avoid some of the problems arising from 
the rule, a different policy approach that may avoid most of the 
difficulties would be to make validity an implied term of most 
assignments. It would not be implied where the transfer was 
not voluntary or merely incidental etc. This would allow the 
assignee to sue for damages if the term was breached by the 
assignor later successfully challenging validity. Such a policy 
change would have a significant double effect, however, in that 
it would permit the assignee to challenge validity to prove a 
breach of the term. This would do away with the assignee 
estoppel rule and hence the lack of adoption of this approach is 


understandable. 
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5. Scope of a Patent and Prior Art. 


A licensee and a patentee (or the current holder 
of the patent) may come into dispute if the patentee claims 
royalties on goods being manufactured or on a process being used 
by the licensee and the licensee refuses to pay because he 
regards the goods or process in question as being outside the scope 
of the patent. The issue then becomes what is the scope of the 
patent? Some very real difficulties then arise due to the estoppel 
operating against the licensee which prevents him from showing 
invalidity. The same difficulties can arise through assignor 
estoppel, if a patent holder alleges that the person who assigned 


the patent to him is infringing. 


The source of the difficulty is that the scope 
of a patent has a lot to do with prior art and prior art has a lot 
to do with novelty which is a requirement for validity. An analysis 
of scope without the possibility of also reviewing validity can be 


a difficult and sometimes impossible task. 


In an infringement action a defendant may raise 
two defences: that his activity is not within the scope of the 
patent and the patent is invalid. This puts some pressure on the 
patent holder. On the one hand, he will be anxious to have the 
claims of his patent construed as broadly as possible in order to 
embrance the activity of the alleged infringer, but on the other 


hand, he will need to seek a construction that will not have his 
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claims declared invalid either through their lack of novelty 
over the prior art or through their going beyond what he has 
revealed. It is in preparation for such a contest that patent 
specifications are drafted as they are. Putting aside the 
general problems in the estoppel rule, some specific problems 
arise on questions of scope of a patent due to invalidity being 
a different matter in modern specifications than what it was in 


times when the rules first emerged. 


It was not until the Patent Act of 188307 that 


it became compulsory to conclude a specification with a claim 

or claims defining the scope of the invention. For specific- 
ations without any claims and in later times with specifications 
where the claim relates back to what has been described, the 
scope of the invention would have to be determined by a 
consideration of the specification as a whole with the question 
being posed: what are the essential features of the invention 
as disclosed? In answering this question, it would be necessary 
to know something of the technical field in which the invention 
was made and it would often be necessary to have some detailed 
knowledge as to earlier inventions that had sought to achieve 
similar ends. Accordingly, an examination of the prior art would 
be a desirable and sometimes essential exercise. When one dis- 
covered in the prior art an invention with similarities to the 
one under examination, there would be a tendency to distinguish 


the inventions and characterize as essential features of the new 
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invention any of its features that varied from the prior invention. 
Therefore, a court that was faced with resolving a contest between 
a patent holder and a licensee on the question of the scope of the 
patent would be able to place reliance on evidence of the prior art 
without becoming directly caught up in questioning the validity of 


the patent. 


The situation changes significantly when the 
patent has free-standing claims. The scope of the patent should 
then be ascertained by construing the claims alone with the only 
role to be played by the body of the specification being that of 
a dictionary for unusual terms that may be used in the claims. Prior 
art should have a still more remote function, being used only to 
clarify terms that remain uncertain in meaning after inspection of 


the body of the specification. 


The task of construing a specification in the 
light of the prior art to determine the essential features of an 
invention is still performed today but it is performed by a patent 
examiner before the patent is issued and then possibly by a court 
if the validity of the patent comes before it. If a patent 
examiner is of the view that any of the claims of the invention 
fail to include all the essential features at a reasonable level 
of abstraction he will report that the claim is not fairly based on 


the invention as described and will not accept it without it being 
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appropriately amended. Amendment is not called for by a court 
that comes to a similar conclusion, it simply declares the claim 


invalid. 


Reference to the prior art in determining the 
essential features of an invention is not for the same purpose as 
determining whether a claim is anticipated by the prior art or not 
novel in the light of it. Whilst the objects are not the same it 
is of little significance in practice at the examination stage of 
a patent application. This is because an objection made by a 
patent examiner that the claim is not fairly based because the 
elements of the invention are spelt out in over-broad terms in the 
claim amounts to the same thing as there being no objection on lack 
of fair basing, but an objection is made that the claims are 
anticipated by prior art. This latter objection often arises simply 
because the claims have been drafted so broadly that they embrace 
prior art as well as the invention described. Similarly, there is 
often no practical difference between these things when a court is 
concerned with validity in that the offending claims will simply 


be declared invalid. 


It is clear that when the courts first constructed 
the rule of licensee estoppel, the modern method of claim drafting 
was not being contemplated. Doubtless an answer to the question: 
when you say validity cannot be challenged by a licensee what do you 


picture as "valfdity"? would be answered along the lines of 
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preventing the destruction of the heart of the patent. Possibly 
expressions familiar in old cases along the lines of "pith and 
substance of the invention" would be used. Nonetheless, the 
challenge to ''validity'' cannot be made today despite the significant 
shift in the meaning of "validity" in modern patent specifications. 
A whole series of claims are customarily used in patents nowadays 
with the claims starting at a high level of abstraction and then 
narrowing claim by claim as each element is qualified to bring it 
closer to the embodiment of the invention that is specifically 
disclosed. Sometimes it will hurt the patentee very little to have 
the broader claims declared invalid because their broadness leads 
to them going beyond what has been disclosed or allows them to 
embrace matters known in the prior art. To allow the broadest of 
claims to remain unchallenged will be to give a broader scope to 
the invention than what was permitted when the notion of licensee 


estoppel first emerged. 


Implied recognition is given to the difficulty just 


outlined in the approach that courts have occasionally adopted in 
determining the scope of the invention. Unfortunately, this has been 
at the expense of doing violence to the traditional methods of con- 
struction. Reference to the cases illustrates the confusion that has 


crept into, this area. 


In Clark v. Adie (No. aes a case that has 


already been discussed in part on its general statements on licensee 


68 
(1877) 2 App. Cas. 423. 
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preventing the destruction of the heart of the patent. Possibly 
expressions familiar in old cases along the lines of "pith and 
substance of the invention'' would be used. Nonetheless, the 
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challenge to '"validity'' cannot be made today despite the significant 
shift in the meaning of "validity" in modern patent specifications. 
A whole series of claims are customarily used in patents nowadays 
with the claims starting at a high level of abstraction and then 
narrowing claim by claim as each element is qualified to bring it 
closer to the embodiment of the invention that is specifically 
disclosed. Sometimes it will hurt the patentee very little to have 
the broader claims declared invalid because their broadness leads 

to them going beyond what has been disclosed or allows them to 
embrayce matters known in the prior art. To allow the broadest of 
claims to remain unchallenged will be to give a broader scope to 


‘the invention than what was permitted when the notion of licensee 


estoppel first emerged. 


Implied recognition is given to the difficulty 
just outlined in the approach that courts have occassionally 
adopted in determining the scope of the invention. Unfortunately, 
this has been at the expense of doing violence to the traditional 
methods of construction. Reference to the cases illustrates the 


confusion that has crept into this area. 


In Clark v. Adie Giog2e a case that has 


already been discussed in part on its general statements on licensee 


68 
(1877) 2 App. Cas. 423. 
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estoppel, the main point at issue was the scope of the patent 

that had been licensed. The defendant was permitted to bring in 
evidence on the prior art. All the members of the House of Lords 
stated that they had not needed to make reference to that evidence 
because it was clear on the face of it that the hair-clippers 
manufactured by the defendant-licensee fell within the scope of 
the patent. Nonetheless, some comments were made of the role that 
such evidence could be allowed to play. Lord Hatherley and Lord 
Blackburn both rejected the use of evidence of prior art to exclude 
from the scope of the patent old pacer als G Lord Hatherley said 
that the construction of a patent should not be approached on the 
assumption that the applicant did not intend to include anything 


that had been previously invented. 


The attitude adopted in Clark v. Adie (No.2) was 
implicitly followed in Jandus Arc Lamp et al v. Hobhicene. where 
Farwell J. rejected evidence of former specifications because he 
regarded those specifications as being relevant only on the question 
of validity, a matter that could not be challenged by the licensee. 
Despite this, he stated that he would adjudicate only in the light 
of common knowledge at the time that the specification was lodged, 
thus inferring that prior art had relevance that possibly went 


beyond use as a dictionary. 


69 
TDtd. spp. 453, 437 


79 (1900) PAJesC 26) 27376 


By) ssi aif nada ahaa | . 
abt oom eats te shes oniey nase itiee sat ab a 
trod him vol intioth baed «kate 09 bawosite: ad vives 
* tebe Epon oo Yay, Toho, se aah ahaiacilealtiadies 
Aydiuae yoked att baot ‘ 4 
or. Be Padang rats) ori 20 E ne 


pew), sew a ieny ot sis ants pe 26 5 
— vidiseog avi ‘bomnvaito, sit a tip oe 


oe : . 2aW |e 2) as 
a ln, 


83 


A similar limitation on the use of evidence of 
prior art is to be found in Campbell v. G. Hopkins & Sons (Clerk- 
enwell) rea where Eve J. did not permit the defendant to put 
to a witness for the plaintiff a prior patent specification in 
that he regarded its only function would have been to impugn the 


validity of the patent under examination. 


Sensitivity to the need for upholding the licensee 
estoppel rule is demonstrated to the full by Thorson J. in Clark v. 
Mepernoee - when he rejected argument by the defendant on evidence 
that had been extracted by the defence cross—examination of the 
original inventor. The inventor had assigned the patent to the 
plaintiff and had been called as witness for the plaintiff. Thorson 
J. in reference to his findings on what were the essential features 
of the invention said; 

"Quite apart from the danger involved in 

allowing an inventor, many years after 

the date of the invention, when it no 

longer belongs to him, to say what he 

considered an essential of it and thereby 

possibly invalidate his own claim..." 
This approach has full regard for the estoppel rule and also is in 
accord with traditional rules of construction of the specification. 
What it does throw in doubt is the function of such a witness 
(supposing that such a witness should be permitted in the first 


place) if that witness can only be allowed to give evidence which, 


in effect, is favourable to the plaintiff only. 


71(1933) 50 R.P.C. 213, 218 


72 (1964) 26 Fox Pat. c.158 
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An altogether different attitude to evidence 
on prior art is expressed or implied in various other cases. 
Quite probably there are further examples to be found hidden 
in the reports because the methods of construction adopted are 
seldom highlighted in the judgments and hence do not gain attention 
in the digests. The following cases, virtually none of which makes 
reference to earlier authority, illustrate the lack of direction 


to be found in the area. 


Counsel for the defendant in Trotman v. Wood” 


urged that evidence on prior art that had been admitted should be 
used as an aid in determining the scope of the patent at issue. 

He argued that if two constructions were available to the patent 
specification one which would render it valid and the other, wider 
construction which would render it invalid then the construction to 
be selected was the one that gave the patent validity. Byle J. 
stated that he had not needed the assistance of the evidence as such 
but if it had been necessary for him to rule on whether it had been 
correctly received, he would have thought that it had been on the 
ground put forward by counsel. Erle C.J. was more reserved, holding 
that such evidence could be received to throw light on the meaning 
of the words in the specification but not to alter their meaning 


from that normally accepted. 


In another old case, that of Couchman v. Geeanant 


which was finally decided at the level of the House of Lords, a 


73 (1864) 16 C.B. (N.S. 479; 143 E.R. 1214 


74 (1884) 1 R.P.C. 197 
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clear reliance on prior art evidence was demonstrated. At 
the Court of Appeal level the Master of the Rolls said: 


"It is true to say that if there 

be any doubt on the construction of 
the plaintiff's patent you may look 
at former patents for the purpose 
of seeing what is the proper 


construction of the plaintiff's patent."’> 


No criticism of this approach was made by the House of Lords in 
dismissing the plaintiff's appeal. Lord Blackburn, after noting 
that the defendant could not deny that the patent was good proceeds 
to determine the scope of the patent with a construction based on 


the assumption that the patentee and everyone else would know that 


w 


"improvements in guns whereby..." as claimed should be read 


accordingly. That is, he rejected constructions that may have 


embraced prior art. 


An inclination to determine the scope of patents 
by taking regard of evidence of the state of prior art is also 


apparent in the cases of Ashworth v. Robeet dpe? Young and Beilby 


v. The Hermand Oil Co. mea. 04 Neil v. Wecdoue Tare” Davies v. 


Curtis & Harvey uras?? and Dobson v. Adie Bros. Ltd. 9 [t would 


seem that the dicta in Clark v. Age which stated that evidence 


of prior art could be acceptable led to evidence along these lines 


tO Thid, py a1oo 


7© (1892) 9 R.P.C. 309 (C.A.) 
77 (1892) 9 R.P.C. 373 (H.L.) 
78 (1903) 20k Cs. 213 
79 (1903) 20 R.P.C. 561 (C.A.) 
80 (1935) Same PG... 358 
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often being admitted as a matter of course with the restrictions 
on the proper use of such evidence as indicated in Clark v. Adie, 
being overlooked in later cases. Once such evidence is admitted, 
the way in which it is actually used can often become buried in 
the steps involved in construing a specification. There is one case 
where the technique of construction was overt and it is an 
interesting extreme. In Pytchley Autocar Co. Ltd. v. Vauxhall Motors 
ea Groom-Johnson J. said: 

"I must apply to this specification 

and the language of it, if I can such 


construction as to give validity to 
each and every part of it. Ut res 


magis valeat quam pereat is a maxim 
which I suppose applies to this class 


of document as to any other document 

which the Court is called on to construe 

at least where, as here, the Defendants 

are debarred by their (licensing) 

contract from seeking...directly or 

indirectly to destroy it." 

This quote is interesting because of the way it 
illustrates a sympathy for the licensee's cause whilst upholding 
the estoppel rule. The by-product, in the form of application 
of the ut res magis maxim, flies right in the face of the 


acceptable methods of construing patent claims. 


Although the matter of prior art was directly at 


issue the function to which it could be put is not clear in Loudon 


83 
v. Consolidated-—Moulton Trimmings Ltd. In this case, an 


application by the defendant - licensee for discovery of documents 


relating to prior art was opposed by the plaintiff - patentee. 


82 (1941) Se Ri Pac., 28/ 


83/1956] O.W.N. 552%) 15 Fox Pat. c.167 
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In a hearing before Marriott, Senior Master, it was argued that 
validity could not be questioned. This point was accepted but 
it was said that since there was no suggestion by counsel for the 
defendant that the documents be used for that purpose, an order 
was made for the plaintiff to produce all documents in her 


possession relating to the scope of the patent. 


It would seem that unless violence was to be 
done to the usual methods of construing patent claims, no purpose 
could have been served by the discovery of these documents. If 
they had later been admitted in evidence (the case is not further 


reported) there is no telling what way they may have been used. 


The irony of the situation is that whether he 
be permitted to do it overtly or not, the licensee as defendant in 
a case involving the scope of a patent will be attempting to press 
a construction that will be consistent with validity. Meanwhile, 
the patent holder, as plaintiff, will not be concerned as to 
whether the construction of the patent claims that he wishes to have 
adopted would lead to invalidity of the claims if that matter was 
at issue. As the creation of this situation all arose from notions 
of estoppel, it would be consistent with that theme for a patent 
holder to have the wide scope of his claims made a matter of record 
that could be used against him if a later infringement action leads 


to the validity being challenged. However, no attempts have been 


known to follow matters through in this way and so it remains open 
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to a patent holder to gain a wide construction of his patent 
in a licensing matter and safer, narrower construction in an 


infringement matter. 
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6. Licenses Limited in Area. 


The scope of the license may at times be argued 
by a licensee without the scope of the patent being at issue. This 
can occur when the license grants to the licensee use of the patented 
article or process to a restricted geographical area. It may also 
occur if the area of activity is limited by, for example, restricting 


use of the patented article to just one of its possible functions. 


The function of a license is to make the licensee 
immune from an infringement action. Accordingly any activity outside 
the licensed geographical area or outside the licensed area of activity 
should be subject to an infringement action rather than an action on 
the license. If the matter relates to infringement only the validity 
is open to challenge. This gives rise to another discontinuity in that 
the rule relating to estoppel prevents a licensee who alleges that an 
activity is outside the scope of the license due to {ft betng outside 
the scope of the patent from challenging validity yet a licensee who 
may concede that his activity is within the scope of the patent but 
denies that it is within the scope of the license may challenge the 
validity of the patent. This is an interesting result indeed, in 
that the analysis that has been made in this Chapter of the earlier 
cases indicates that the estoppel rule initially emerged from an 


exercise in construction of licensing agreements. 


The origin of the estoppel rule may now be buried 
but the rule itself retains coherance by allowing a successful 


challenge of validity when a licensee demonstrates his activity is 
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outside the area of the license but, semble, insisting on performance 
of licensee's obligations under the license even when invalidity of 


a patent is demonstrated. 


That this difference arises between scope of 
license with respect to area and scope with respect to the scope of 
the patent was accepted in Fuel Economy Co. Ltd. v. Murray. °* 

The license at issue authorised the licensee to work the patents 
within a limited area. The plaintiff alleged that the defendant 

had sold and installed the boilers covered by the patents outside 
the authorised rea The defendant denied infringement and pleaded 
that the patents were invalid. The plaintiff moved to have the plea 
of invalidity struck out and argued estoppel. Luxmore J. held that 
estoppel can only operate in the same transaction as that in which 
it arises and as the action was not based on the license but was an 
infringement action, no estoppel arose. On appeal to the Court of 


Appeal the decision of Luxmore J. was upheld. 


The decision in Fuel Economy Co. Ltd. v. Murray 
was supported by dicta in V. D. Ld. v. Boston Deep Sea Fishing & Ice 
Company Ledeee where the patented equipment was used in fishing 


vessels other than those permitted under the licensing agreement. 


84 (1930) 47 R.P.C. 346 


85 (1935) 52 R.P.C. 303 
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7. Estoppel on Arguing Scope 


From the viewpoint of the licensee of a patent 
the whole area may seem to be almost enclosed by potential estoppel 
in that as well as the familiar estoppel against challenging validity, 
there is some authority for his being estopped from challenging the 


scope of the license in some circumstances. 


The case of Baird v. edison. provides a fairly 
straight forward example of estoppel arising through the recitals 
set out in an agreement which had been made to resolve a dispute be- 
tween the patentee and licensee. A license for a patent involving 
the smelting of iron by the use of heated air had previously been 
granted to the defendant and he had paid one shilling per ton of 
iron smeltered by him until a dispute arose and payments were stopped 
with the defendant arguing that the patent was invalid and that he 
was operating outside of the scope of the patent. A suit by the 
plaintiff was terminated when the parties entered a new agreement 
that commenced with a recital of the dispute and then contined a 
covenant that the licensee would make a lump sum payment for iron 
previously smelted and would pay one shilling per ton for the 
term of the patent for all iron smelted by the hot air process 
covered by the patent. The plaintiff brought action against the 
defendant for failing to provide records of the amount of iron 


processed and for non-payment of the royalty due under the second 


86 (1842) 8C1. & Fin. 726; 8 E.R. 285. 
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agreement. The defendant again pleaded that the patent was 


invalid and that he was not operating within the patent. 


The paiee opaberds construed the second - 
Re eeeaene on the basis that the process covered by the agreement 
was the process that had Wen carried out by the defendant ee 
and after that agreement and whether ehae process was within the 
scope of the patent or not, the defendant could no lareak raise 


the defence that it was outside it. 


A much more recent case and one with a high 
potential impact in the patent licensing field is Lyle-Meller Ve 


87 In this instance the . 


A. Lewis & Co. (Westminster), Ltd. 
plaintiff granted an exclusive license to GN BOCES to 

manufacture gas-filled lighters. Royalties Gate to be paid on 
each lighter or refill sold by the defendants with the plaintiff 
reserving the right to deceraine the agreement in the Eehe of 
‘total royalties ee aT Two Thousand Pounds a year. During 
the next two years, the defendants made lighters and paid Peyealeies @ 
in excess of Two Thousand Pounds a year. At the oats the next | | 
year the defendants rendered a statement to the plaintifé fetatline | 
the number of lighters made and the royalties paid and Seis 

that over Seven Thousand Pounds was still Wayable: Shortly os 
afterwards, however, the defendants repudiated liability. When 
- the plaintiff brought action for the aincudt ouesteadinee ere | 


defendants stated, inter alia, that the previous payments had been 


87(1955) 72 R.P.C. 307; (1956) 73 R.P.C. 14 (C.A.) [1956] 1 All 
E.R. 247. i > ; ’ ‘ 5 ace F 
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made in mistake and that no royalties were due because it was 
claimed that the lighters and refills had never embodied the 


plaintiff's invention. 


The Court of Appeal held that the defendant 
was estopped from denying that the lighters and refills fell 
within the plaintiff's invention. Hodson L.J. and Morris L.J. 
found that the defendants were estopped at common law because by 
their conduct they had represented that the goods were within the 
plaintiff's invention, they had intended the plaintiff to act on 
this representation and he had acted on it to his detriment since 
he had refrained from ending the agreement and exploiting his 
invention elsewhere. In reaching this conclusion, both Hodson and 
Morris L.JJ. extracted the test stated by Lord Tomlin in 
Greenwood v. Martins Bank Redes Some concern was expressed as 
to whether the representation that the goods manufactured and sold 
by the defendants embodied the invention was a representation of 
fact or one of mixed fact and law. Morris L.J. concluded that it 
was one of fact. Hodson L.J. also thought that it was one of fact 
but even if it was a mixed fact and law issue, this would not 


destroy the estoppel. 


Denning L.J. thought that the representations 
may not fall within the category appropriate for common law 
estoppel in that strictly speaking, this was restricted to 


representations of existing fact. In any event, he was unwilling 
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to regard the case as one falling within the common law 

estoppel because he doubted whether the defendants could be 

held to an arithmetical mistake made in rendering the accounts 
for the number of lighters made. The answer to the whole issue, 
in the view of Denning L.J. was to be found in the "new estoppel" 
which applied to representations as to the future and applied to 


representations about legal relations. The "new estoppel" was 


the one born in Central London Property Trust Ltd. v. High Trees 
House, tae? and confirmed in Tool Metal Manufacturing Co. Ltd. 


v. Tungsten Electric Co. Ltd.” 


In the Lyle-Meller case, the plaintiff was 
suing for past royalties due and in this he succeeded. What is 
not clearly indicated in the decision is the possibility of the 
defendant being able to contest the issue of scope if he refused 
to pay any further royalties. It would seem that this possibility 
was open and hence the estoppel differs somewhat from the 
estoppel applying to contesting validity. On the approach 
followed by Denning L.J. it would be open to the defendant to 
clearly indicate a change in attitude and thus allow the plaintiff 
to move to exploit his invention elsewhere. This would be in 
accord with the dicta in the High Trees case and also dicta in 


Tungsten Electric where it was indicated that the size and method 


of payments could be for the future, returned to the old basis if 


89 11947] K.B. 130; [1956] 1 All E.R. 256 


20 P1955 22 ALL E.R. 657 
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notice was given. It would also seem that notice would bring 
about an appropriate change in the relationship on the common 


law estoppel adopted by Hodson and Morris L.J.J. 


The probable result of the Lyle-Meller decision 
is that a licensee cannot argue that royalties are not payable on 
goods for which he has previously paid royalties until he gives 
notice that no further royalties will be paid. The scope of the 
licensee could then be questioned only with respect to royalties 
due on goods made or sold a reasonable time after notice had been 


given. 


An exception to this result may and possibly 
should occur if it is shown that the licensee is one of many and 
therefore the patentee would not have had any practical way of 
exploiting his patent through other sources even if notice had 
been given. That is, some impact should be given to the 
modification-of-behaviour element that is found in both species of 


estoppel. 
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‘8. Summary of the Growing Pains on Estoppel in the Patent Field. 


Various criticisms have been made in passing 


during this account of landmarks in the development of the 


estoppel rules applying to patents in Canada today. A general 


observation that can be made at this stage is that despite the 


fairly clear line of development of the general rules, the law 


has become divorced from the overall fields of law from which it 


emerged. 


This is even putting aside the way in which the 


development of the law has virtually ignored the restraint of 


trade aspects that it has embraced. This will be taken up in the 


next chapter. 


estoppel law can now be summarised: 


91 


(i) 


The dubious aspects to the pedigree of the patent 


Estoppel by deed: Bowman v. Taylor in 18347" was 


the first case that held the licensee was estopped 

from denying validity of the patent through a recital 
in the deed. This was probably a dubious result even 
then in that the only significant word in the recital 
was that the plaintiff had “invented” the subject 
matter of the patent. From this emerged a construction 
of first and true inventor etc. 

Possibly then and certainly now, the raising of 
implications would not be enough for estoppel. Even 

4€ the implication arising from the word “invented” 


was permitted to raise some form of estoppel, there are 


Supra note 8 
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a host of other matters - utility, full description, 
etc. - that go to the validity of a patent and 
estoppel on these issues cannot be supported. 
Another matter of significance is that estoppel by 
deed should only relate to questions of fact. There 
is little doubt that the validity of a patent is, on 
Many aspects, a question of law and hence estoppel 


by deed should not apply. 


(ii) No implied term of validity: Hall v. Condon in 1857 
was the first case to be directly based on the lack of 
any implied term in an assignment agreement that the 
patent be valid. As there was no implied validity 
proof of invalidity was an irrelevant matter and hence 
evidence along those lines was inadmissable. The 
decision at the time may have been reasonable, made as 
it was in an atmosphere of laissez-faire with caveat 
emptor dominating all transactions. Noteworthy in 
that case is the analogy with ascertained chattels 
the sale of which was said to have no implied terms 
on title and quality. This was certainly not the case 
by the time the law was codified in the Sale of Goods 
Act some 30 years later. The evolution of the law of 
contracts since Hall v. Condor has seen a far greater 
willingness of the courts to imply terms. In any event, 


the test used as an aid to construction in Hall v. Condor 


Supra note 19 
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re the comparative knowledge of the parties would 
give a different result in most instances if it was 
applied in later years. However, instead of the 
circumstances being examined in each instance to 
determine the intention of the parties, an exercise 
that would have allowed the construction of agreements 
to keep pace with the law of contracts overall, the 
result reached in Hall v. Condor became an automatic 
result whenever assignment or licensing of a patent 


was involved. 


(tii) Failure of consideration: On many occasions in the 
early evolution of the law the argument was pressed 
that an agreement to license or assign a patent would 
be bad for failure of consideration if the patent 
was invalid. This argument found favour in Hayne 
Vie Maltby’? in 1789 but it was rejected with increasing 
irritation as lack of consideration became a near 
irrelevant issue, through the nineteenth century. 

With the revival of concern for consideration that is 
indicated by the doctrine of fundamental obligation, 

it would seem that no thought was given to reprocessing 
agreements involving patent licensing and assigning to 
determine whether the invalidity of a patent could, in 


some circumstances at least, constitute a fundamental 
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breach. Whatever status the doctrine of 

Fundamental obligation may enjoy since Suisse 
Atlantique etc. it would seem that patent agreements 
may be viewed differently nowadays if the whole 


question could be raised anew. 


(iv) Changes in patent legislation: In discussing 
difficulties in determing the scope of an eemeton: 
the changes brought about since 1883 when claims became 
compulsory were mentioned. Questioning the validity 
of the wider claims of a modern patent specification 
is quite a different matter to challenging the entire 
existence of the patent, which was the effect of the 
early contests. Quite a different matter but one that 
should go to the core of this topic is the provision 


permitting challenge of a patent. 


No case can be found where the question has been 
argued but what is it that prevents a licensee or 


"who ts permitted 


asstgnee from qualifying as the “anyone' 
to challenge the validity of a patent? Quite probably 
there would be a strong argument presented that common 
law principles are to be respected and the section is 
not sufficiently specific to override the established 
rule. Nonetheless, if the point had been taken it may 
have been accepted that the common law rule had not 


become so entrenched as to colour the Interpretation 


of a word that gives all appearances of being all-embracing. 


Supra note 67. 
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CHAPTER THREE 
1. Introduction 


In the last chapter, the development of the 
estoppel doctrine [In patent Licensing and asatynting was discussed 
with some of the problems in its application being highlighted. 
These problems were considered in the light of general contract 
law in its intermesh with patent law. In this chapter, the 
discussion is broadened to take into account matters that were 
left almost untouched in the last chapter. These matters involve 
principles to be found in the restraint of trade notions of the 
common law, competition law as reflected in broad legislative 
provisions and specific provisions relating to abuse of patent 


monopoly. 


The lack of judicial recognition given to 
potential restraint of trade aspects to be found in the licensing 
of dubious patents is, in retrospect, quite a glaring omission. 
Stripped of the veneer provided by its precarious status as a 
patent, the licensing of an invalid patent is a blatant contract 
in restraint of trade. By preventing a licensee from demonstrating 
the invalidity the blatancy is merely muted. Recognition of this 
point is to be found in Hayne v. Maltby ,~ the case that was subject 
to much discussion in the last chapter. For the major cases of the 


nineteenth century, however, one finds only the occasional comment 
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by defence counsel on the restraint of trade implications with 
very little judicial sympathy being accorded. This attitude 
was consistent with the low priority given to restraint of trade 


in the laissez-faire atmosphere of the time. 


Passing reference was made to restraint of 
trade in two early Canadian cases that were discussed in the last 
chapter on the question of assignor estoppel. In Whiting v. Peele 
the defendant was the inventor and patentee who had worked the 
patent in partnership with the plaintiff. It was when the 
partnership dissolved and the defendant sold his entire partner- 
ship interests to the plaintiff that the patent was assigned. The 
gist of the defence argument appears to have been that the 
defendant's new activities in manufacturing elsewhere goods that 
fell within the patent could not be stopped on the basis of restraint 
of trade resting on goodwill, because it would be too wide in scope. 
That being the case, it was argued that the same result should not 
be reached indirectly by preventing a challenge on what was alleged 
to be an invalid patent. It would seem that Strong V.C. did not 
grasp the implications of this argument in that once he found 
what he regarded to be a clear assignor estoppel rule, he was of the 


view that he need not pronounce on the further questions. 


A similar misunderstanding of restraint of trade 
. 3 
implications appears to have occurred in Gillies v. Colton where 


the point was argued strongly. Proudfoot V.C. BReeaieda that he saw 


2 (1870) 17 Gr. 454 


: (1875) ..22 Gr... 123 


matiatd: p.129 
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no restraint of trade violation because the defendant was 

restored to the condition of the rest of the population. This 
would have been a reasonable response if the patents were valid 
but as it was conceded at the trial that the patents were invalid, 
the whole impact of the assignor estoppel conclusion reached by 
Proudfoot V.C. was to prevent the defendant from attacking the 


patents in the way that the rest of the population could do. 


The above two cases were not ones where there 
was any specific provision in the assignment stipulating that the 
validity of the patents would not be challenged. The conclusions 
rested on the rule on assignor estoppel alone. In the light of 
developments in the restraint of trade field since those cases, it 


is possible that a different result may be appropriate. 


Doubts were expressed on the estoppel doctrine 


in the light of restraint of trade considerations by Clauson J. 


many years ago in the case of V.D. Ld. v. Boston Deep Sea Fishing & 


Ice Company pede? There was a clause in the licensing agreement 
that would appear to have been designed to minimise the need to 
argue the common law implied estoppel. Although he decided the case 
on other grounds, Clauson J. made the following observation: 


"The second (explanation) was that the 
Defendants had in their license covenanted 
in general terms not at any time to dispute 
the validity of the patents. Such a 
provision has, no doubt, in recent years 
become common. It would seem, however, to 
be very remarkable, if a Court which is 
bound by the provisions of the Statute of 
Monopolies can be called upon to give 
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effect to a covenant between 

individuals, that which by reason of the 
statute turn out to be an invalid 
monopoly and an illegality shall be, 

as between the parties, held to be valid 
and legal. Under modern conditions the 
question seems to me to be so important 
that it is best that as it has not been 
argued out before me, I should aay pera tus 
more about it." 


Whether this Ae had a greater ean ee 
than one would normally expect or aieches there has beet little 
opportunity for testing the issue is not known, but it is noted 
that there has been a lack of English cases directly on this 
point since 1935. The same cannot be said for Canada however, and 
in Philco Products Ltd. and Cutten—Foster & Sons Ltd. v. Thetnt Ont ee 
Limited et al’ the Supreme Court of Canada had a ready apportudity 
to adopt this approach but refrained from doing so. In wartous 
cases since then, the point has been avoided. The question did 
not have to be directly grasped but no inclination to tb so appears 
in fe judgment of Judson J. sitting alone on an appeal from the 
fe onequer Court in Curtis-Wright Corp. v. R.8 A clause in the 
licensing agreement under examination provided that the licensee 
would not directly or indirectly dispute the validity of the patent. - 
Judson J. found this to be "simply a contractual obligation 
inert ed to protect the patentee and binding upon the licensee for 
the life of the existing patent."” As the derceneet had come to 


an end, this was held to be not binding. The approach indicated 


Shed aie aal 


7 [1943] S.c.R. 396 
8 11969] S.c.R. 527 


7 thida p. 530 


imal eae iy ota Loker 
, i Ji 2 


| asia  asevieile 
ytd to. coutes vt dbbdw gartt 4 

) bifeunt am od 0?) tuo ers. 

- | get Eta, arte antl on bot 

biloy of Ot Bied \ostathg pas aap 
wit aro ta baie wiehion vada of 
; sana roqal oe Bd es aes OF ebesd: 

oe a wad Jem emt Bh ee Say? sa0d ak: ‘ 

gente ent’ ye nderiates t ne ogg? atad ow baa | 
| | o8 baa! bein . 


Pe ea 
~ ; a: ee 


Pasewl Ie? Reeee ng Fe bari etoth oud ‘tind ; ) ee | 
ap ry Peg 


otaaht wed nad prod addajhe ae Boog, viteines ‘stow bea 


rity 


Bese an a tau , conan vee ‘en ene ada antient sot, wh 
Plt te) hse, ab DLS fut raed a oak % ana ood ones 


vet -<pereoweot ebaie? 303 Biey: od Ss ase et 


eerie AD wisn Boh tials! omit: rgshditn: dale ny ote goba 4 
ab red Te ourpy, ee cbebtova fed aed sae was aaah sh 
pa os tte owe @ Te apbseaiioet bain! pent boera | 


ie 


q 


a eae! r 


_tnetiag wit To cabbiifon's aor a itieratot xe b elsserth, son ‘bhwow,, 7 a 
oalyaghhte begin e sama dod) whats paved, Ab, oebuty 
9a, neets: ay? ani ‘bem dnthas betes. prectess 7K, ont asian! Pay babiopat, a 


es ns Shut ae) nrinoxgs all ah % dis uic | ipnkaeton was to eit wit 
Ses 27. FOMeE dak age. ‘ahr sional om hed oo Mort « saw ekrls cba mo | - o ; a: 
: O08 oy ah 1 - 7 La 
| : 


‘ my 


Bee ed. a tener vs it ial 
wie 42: @ (eaet) s 


109 


is of more than passing interest because Judson J. in effect 
eliminated one of the trad{t{onal sources of the estoppel rule 
by holding that the phrase in the agreement "licensee hereby 
acknowledges the validity of the patents" could not be construed 


as a representation that could give rise to an estoppel. 


The competing interests that can be taken 
into account increase significantly once restraint of trade 
implications are included. The traditionally adopted test of 
Lord Macnaughten in Nordenfelt v. Maxim nordenfele > requires 
reasonableness as between the parties and reasonableness in 
reference to the interests of the public to be considered. Even 
with a limited focus on the public interest, there is a wide 
diversity of factors that may be relevant. The better result may 
lie in an ad hoc approach to patent licenses and assignments rather 
than attempting to formulate rules of universal application. Be as 
it may, application of some test of reasonableness within the 
context of restraint of trade or analogous legislative provisions 
will be the only device available to put aside specific provisions 
inserted in agreements that have a similar impact to the common 


law estoppel doctrine. 


With respect to reasonableness as between the 
parties restraint of trade effects are different for a license 
agreement than for an assignment agreement. Assuming an invalid 


patent, there is a continuing restraint brought about by denying a 
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challenge to the validity of the patent either through 

applying a specific clause of the agreement. With an assignment 
of a patent there is no continuing restraint on the assignee. 
For assignments, the person who is placed under a continuing 


restraint is the assignor. 


Once reasonableness in the public interest 
is taken into account, the grouping becomes different from the 
reasonableness as between the parties. Licensee, assignee and 
assignor alike through a successful challenge of the validity of 
a patent could remove the impediment to public use of the subject 
matter of the contract and therefore advance the public interest. 
The same type of considerations apply whether one is considering 
the interests of the public as contemplated by the common law 
approach or from the viewpoint of legislation that in many ways 


continues the spirit of the Statute of Monopolies of 1624. 


Dramatic changes in law on estoppel have been 
taking place recently in the United States of America. Lear Inc. 
Vv. Naics is the landmark decision where the United States Supreme 
Court ruled that the common law of contracts in its evolution of 
the doctrine of a licensee being estopped from denying the validity 
of a patent had to yield to the general public interest requirement 
of all ideas being dedicated to the public good unless protected 


by a valid patent. This was not the first attack on the doctrine 


of estoppel in that a case as far back as 1945, Scott Paper Co. 


11 395 u.s. 653 (1969) 
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v. Marculus Manufacturing Conant” can be characterised as an 
oblique assault on the doctrine. Since Lear v. Adkins 

there have been further cases that provide explanations and 
modifications of the new approach. There are certainly 
differences in the posture taken in the United States of America 
as against that of Canada in the areas of competition law and 
patent law. There are sufficient similarities, however, 
especially on the relevant issues to be found in patent law, 

for the United States experience to be referred to in the analysis 


about to be made. 


2. Licensee Estoppel 


The development of the doctrine of estoppel 
in relation to licensees was shown in the Tee chapter to rely 
on factors that may not withstand a modern day reassessment. The 
estoppel by deed aspect is very dubious and the approach 
indicated by Judson J. in the Curtis v. Wright pee? indicates that 
it is probably no longer tenable. The supposed lack of implied 
term of validity and the closely related notion of virtually no 
consideration being required might also be subject to extensive 
modification on current approaches to these matters. This type 


of reassessment may lead to estoppel being found unacceptable in 


cases where the invalidity is established. 


12 356 v.S. 249 (1945) 


Supra note 8 
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A change along these lines would be in 
sympathy with the statements made Seni ago by the House of 
Lords in Crossley vs Dixon'* eadyotauk wapiateloe It was 
suggested in Crossley'’s case that it was open to the licensee to 
put an end to the licensing agreement and then challenge the ie 


validity of the patent. In Clark v. Adie "eviction" was mentioned 


as a possible ground for refusing to make royalty payments. 


In Canadian cases, this approach has Rot 

been adopted and accordingly one has the situation of licensee 
estoppel acting to continue an obligation to make royalty payments 
despite the patent vestige force due to a successful challenge 

of validity by a third party or lapse due to failure to pay fees. 

It would seem that there has Bey a substantial mitigation of this 
situation in the United Kingdom by statutory intervention. Under 
Section 58 of the United Kingdom Patents Act a eee is 

permitted to aleeae a license agreement by giving ahye months’ 
notice upon the patent ceasing to be in force. This Bee orni tation 
may be made notwithstanding anything to the contrary in the agreement. 
The pear Phe was first introduced in the 1907 Act in a sore which | 
was slightly modified in 1949. The lack of extreme English cases — 


since that time implies that use is made of it. 


In the United States of America it has been 
established since 1933 that a final adjudication of invalidity of 
a licensed patent operates as an eviction from the license and 


terminating the licensee's obligation to continue royalty payments 


14 supra note 27 (Chp. 2); ((1863) 10 M.L.C. 294) 


3 Supra note 35 (Chp. 2); €(1877) "2 A.C. 423) 
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after that date - Drackett Chemical Co. v. Chamberlain ep te 


If the English or United States approach 
was to be adopted a licensee would be able to terminate a 
license once the patent was no longer of any force. This would 
not only act as a release from an agreement for which no 
consideration was being provided, but it would also strike out 
the naked restraint of trade that the licensing agreement had 
become. Certainly, if a restraint of this type was entered de 
novo upon the patent losing force, it would not be upheld as 


being reasonable as between the parties. 


Having taken matters this far a further 
question can be put: Why not give the licensee the same 
opportunity as others to challenge the validity of a patent? An 
answer that has often been suggested to this question is that it 
would be unfair to allow a licensee who gains spectal Insights 
into the operation of an invention through having worked under 
license to take advantage of this position to challenge the 
validity of the patent. Put in a modified form, licensing of 
patents may be inhibited if patentees realise that the granting 
of licenses will bring users into a strong position to make a 


challenge on validity. 


These answers are to be taken seriously because 


it would appear that they reflect the reality of many a licensing 


16 63 & (2d.) 853, 855, 6th Circuit (1933). 
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agreement. On the basis of theory inspired by patent law, 

the answers are not in any way acceptable. A patent specific- 
ation is addressed to someone skilled in the art involved. 

The description should be such as to allow the skilled person to 
carry out the invention. The claims should be fairly based on 
what is described. The invention as claimed, should be novel 
and lacking in obviousness, with the ordinary person skilled in 
the art to be the arbiter once more. Accordingly, the line that 
is impliedly taken by the above answers, is that it is dangerous 
to bring a person up to the level of one skilled in the art by 
granting a license because the patent is less than what it 


purports to be and could not sustain the analysis of such a person. 


There are further factors resting on the reality 
of many a potential licensee's position that give the issue a 
different complexion. There is no way that a person can 
legitimately work a patented invention without being licensed. 
Despite the title, a patent may have latent flaws that will be 
revealed only upon working it and short of facing an infringement 
action while engaged in a thorough testing, there is no way the 


information may be gained without taking a license. 


The United States Supreme Court in Lear v. 
Adkins indicated awareness of the knowledge and interests of 
licensees when coming to the view that it was desirable in the 
public interest for any potentially invalid patents to be subject 


to challenge. Tt noted that if there were to be challenges, one 
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of the best sources would be licensees. The conclusion reached 
was that it could not be in the public interest to eliminate 


such a source. 


Supposing one reached the conclusion that, on 
the grounds of public interest a licensee should be permitted 
to challenge the validity of a patent. Suppose also, that if a 
patent ceases to be in force, through any cause, a licensee may 
be permitted to terminate the licensing agreement. The question 
that emerges at the next stage is whether the licensee should be 
able to go back a further stage and avoid liability for any 
royalties due before termination of the agreement or recover any 
royalties previously paid. In essence, this was the question 
that had to be resolved in the 1805 case of Taylor v. Hare. *’ 
The court in that case, answered the question in the negative. 
Have there been sufficient changes in attitude to notions of 


consideration and of public interest factors to reasonably 


suggest a different result? 


Much of the defence argument in Taylor v. Hare 
rested on arguing a failure of consideration. Taking consider- 
ation alone, it can still be argued that the virtual total 
failure of consideration in the licensing agreement is demonstrated 
when the patent is declared invalid. [It can be said, quite reason- 
ably, that any consideration lay in a valid patent and it is 


immaterial that the lack of consideration was not established from 
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the start. That is, anyone could use the subject matter of the 
patent from its inception and hence no consideration was 

provided by permitting use under license. ‘The fact that the 
license provided a defence to any infringement action that the 
patentee could bring should not be accepted as providing 
consideration because a promise to refrain from bringing an empty 


action should never provide consideration. 


There does not appear to be any satisfactory 
answer to these arguments on an analysis of consideration alone. 
Probably this arises through the law on consideration being 
fairly incoherent at the best of times and it being used more as 
a rationale than a full reason in awkward cases where no other 
basis can be invoked to gain a just result. The act of drawing 
to a licensee's attention the possibility of working in the area of 
the patent might evoke a favourable emotional response but only if 
the work had proved profitable. Similarly, provision of the shelter 
from additional competition that the patent tended to give to the 
licensee can be pointed to as providing consideration. The 
frequently drawn analogy between the patentee and licensee 
relationship and the relationship of landlord and tenant gives a 
ring of respect to this approach. Although emotionally satisfying, 
the analogy does not withstand analysis. The only landlord and 
tenant analogy that in any way approaches that of patentee - licensee 
of an invalid patent is one where the tenant is leased public land 


and, one could fancifully suppose, has no say in whether others use 
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his crops for cattle fodder, grow competing crops in his fallow 
land and sleep in his bed when the inclination moves them. 

This would clearly amount to an “eviction" on the landlord and 
tenant analogy. In competition terms in the patentee - licensee 
relationship, the hovering of potential competitors with 

there being no barrier to market entry provided by a valid patent. 
can press matters to the stage of de facto eviction in that one 


is returned to the non-privileged status. 


An argument that is not directly put in 
consideration terms but is affiliated with notions of consideration 
is one that can be mounted on grounds of avoiding unfairness. 
Unfairness could emerge through a licensee making a fairly 
effortless entry to the market whilst working under the license and 
then ridding himself of financial obligations to the patentee once 
he was appropriately established. Related to this is the unfairness 
to a patentee who has calculated a return over the normal patent 
term and who gains only a small part of this return when the patent 
is successfully challenged by a licensee who pays royalties only 


for the time required to establish himself in the market. 


The defect in the argument resting on unfairness 
is that its focus is on the near-free ride that can be taken by a 
licensee with the tacit assumption that the patentee should be fully 
recompensed to avoid this result. The line of thinking pushes into 


the background the crucial factor that the patent is invalid - if it 
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was not the royalties would be payable and the problem would 

not arise. No doubt some sympathy is due to the person who 
concientiously applies time and money to acquiring a patent that 
turns out to be invalid but this is a problem shared by the 
holders of the 80% and upwards of the patents, valid and invalid, 
that earn no direct rewards. Accent on unfalrness, {If carried 
through, would achieve the result of the holder of an invalid 
patent receiving royalties that cannot be regarded as fairly due 
to him. Rather than allowing the patentee to be the beneficiary, 
the result that should be sought should be merely to limit possible 
freeloading by the licensee. As the freeloading will occur only 
through the licensee carrying out something that the public may 
temporarily regard as protected, there should either be a payment 
into the public sector or alternatively, and more realistically 
from a management point of view, there should be some incentive 
for the licensee to expose the invalidity of the patent as soon as 


possible. 


It was by taking into account the incentive 
for a licensee to act in a way that may benefit the public interest 
that led to the conclusion reached in the United States case of 
Troxel Manufacturing Co. v. Schwinn Bicycle Genperteas In this 
case, the plaintiff as a licensee of a patent held by the defendant, 
had paid royalties until the United States District Court had 
found the patent invalid. Later, the 9th Circuit had confirmed the 


District Court's finding of invalidity. The plaintiff brought the 


i AGS Fou (2d.) 1253) 6th Circuit (1972); U.S. cert. denied 416 U.S. 939 
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action to recover all the royalties that he had paid. The 
defendant brought a counter claim for royalties for the period 
between the District Court's finding and the confirmation of 


that finding. 


The argument put by the plaintiff was that the 
impact of Lear v. Adkins was to wipe out all licensee estoppel and 
as any resistance to a return of royalties could be based only on 
a consequence of the estoppel doctrine recovery should be 
permitted now that the doctrine had been discarded. The court 
analysed the reasoning on which the Supreme Court had based its 
Lear v. Adkins decision and considered the impact that this may 
have had on the longstanding decision of Drackett Chemical Co. v. 
Chamberlain eget? Drackett had decided that a licensee's 
obligations to pay royalties came to an end when eviction occurred 
through an adjudication of invalidity of a patent, but also decided 
that there was no right to recoup royalties paid before the 
eviction. Drackett had heeded the estoppel rule and would not have 
permitted the licensee to challenge. That aspect could no longer 
be good law, but did Lear overrule the prohibition on recouping 
royalties previously paid? The 6th Circult was of the view that 


Attadadenota. 


The decision in Lear v. Adkins was based on 
giving heavy weight to public policy aspects of patents and 


determining that the muzzling of Licensees was not destrable. 


19 63 F (2d.) 853, 6th Circuit (1933) 
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On this basis, the court in Troxel's case attempted to 
determine what rule would act as the best incentive to 
"unmuzzling'". It was thought that if back royalties could be 
recovered, it would be within the interests of a licensee to 
defer challenging validity in the hope that another party may 
make a challenge or, if no other challenge was forthcoming, 
make a challenge towards the end of the patent period when the 
possibility of a successful infringement action could do less 
harm to the licensee. Hence, an extension of the Lear case by 
allowing recovery of back royalties would run contrary to the 
spirit of Lear by providing no stimulus to an early challenge. 
When account was taken of the possible disincentive that a 
potential return of all royalties (with the consequential loss 
of certainty) would provide on patentees granting licenses, the 
public interest factors were seen as weighing against Lear being 


so interpreted. 


With respect to inequities that the District 
Court sought to avoid by ruling that repayment should be made, 
the view was expressed that in the absence of fraud or misconduct 
by the patentee, it would be more inequitable for a patentee to 


make such a return given the uncertainty of the patent system. 


The upshot of these deliberations was that the 
plaintiff - licensee could not recover back royalties and nor could 
the patentee bring action for amount outstanding since royalty 


payments ceased in that this could only be recovered by an 
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infringement action to which the licensee would have a ready 


defence. 


The conclusion reached in Troxel v. Schwinn 
is attractive for a reason that did not have to enter the 
court's deliberations. A difficult problem eee fia 
patent was challenged and [{t was held that only some of the 
broader claims were invalid. If recovery of all past royalties 
was permitted, this could lead to real injustice to the patentee 
as much of the activity under the patent could fall within claims 
that were upheld. With the licensee being in the position to 
terminate the agreement and, if needs be, face an infringement 
action, there would be an opportunity to determine the extent to 
which the licensee's activities fell within the subsisting claims. 
Probably this action could be avoided and, assuming that the 
parties are still capable of negotiations (this is probably 
assuming that the licensee was not the instigator of the challenge) 


a new licensing arrangement may be evolved. 


There is also a possibility of adapting the 
Troxel v. Schwinn approach so that it would be in accord with 
the main thrust of the decision of the English Court of Appeal in 
Lyle Meller v. A. Lewis et al. This case was previously 
discussed in the context of a licensee challenging the scope of 
the macent | The majority of the Court of Appeal adopted the 


common law rule of estoppel to preclude the licensee from arguing 


‘ Supra note 87, Chapter 2. 
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that he was operating outside the scope of the patent when 
he had entered a second agreement to settle a dispute that had 
arisen. Denning L.J. came to the same conclusion by applying 
equitable or quasi-estoppel of High Trees origin. It would seem 
that the same line of reasoning that is illustrated in Lyle Meller 
would not permit recovery of back royalties. If notice was given 
of termination by the licensee, there would be no objections from 
this quarter save the residual one of licensee estoppel which 


still lingers. 


With the dominance given in Lear v. Adkins to 
the public policy neeratrt in subjecting doubtful patents to 
challenge it would be expected that specific clauses in licensing 
agreements that purported to prevent challenge by a licensee would 


a 


be put aside by the courts. Indeed, this was done very shortly 
afterwards in Massillon — Cleveland - Akron Sign Co. v. Golden 
State Advertising cole and this approach was followed even with 


respect to agreements emerging from settlement of infringement 


contests in Business Forms Furnishing Service Inc. v. Carson-- 


and with respect to a consent decree in Butterfield v. Oculus 


Contact Lens co 


The Butterfield type of extension to opportunities 
to question validity was not permitted by the United States Court of 


Appeals, 6th Circuit in Schlegel Manufacturing Company v. U.S.M. 


Corporations.” In this case it was held that the doctrine of res 


21 444 F (2d.) 425, 9th Circuit (1971) 

22 452 F (2d.) 70, 7th Circuit (1971) 

oF 332 F Supp. 750, N.D. Illinois E.D. (1971) 
24 sos F (2d.) 775, 6th Circuit (1975) 
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judicata should not give way, in the circumstances of the case, 
to the public policy interests expressed in Lear v. Adkins. A 
consent decree entered in an infringement action where the 
validity of the patent had been accepted, was held to be such 
as to prevent re-opening the question of validity in an action 
for contempt of the decree. An appeal to the Supreme Court is 
still pending, but regardless of the result, a far more 
significant public policy factor than yesteryear's common law 


contract rules are at issue in this case. 


There do not appear to be sufficient differences 
between the Canadian and United States positions to warrant the 
difference that is current on the licensee estoppel issue save the 
fact that Canadian courts are less willing to contemplate the effects 
of their decisions. Legislative intervention is probably necessary 
to resolve the matter. In the absence of any reform, the anomolous 
situation will arise that United States patentees through their 
Canadian patents, will be able to enjoy far more advantageous positions 
with Canadian licensees than what may be enjoyed in the United States 
of America. The situation could readily arise that a successful 
challenge to the validity of the parent United States patent could 
be of no relevance to a Canadian licensee who would be bound to 
maintain royalty payments. Whilst this may have no bearing from a 


narrow legal outlook, its policy ramifications speak for itself. 
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3. Estoppel arising from Patent Assignments 


The assignee of a patent does not have any- 
thing in the way of a restraint of trade placed on him by dint 
of the normal assignment agreement. Should an action by an 
outsider demonstrate that the patent was invalid, an assignee's 
concern will be the poor bargain that he has contracted for, a 
bargain that may be so poor that it amounts to virtually a 
total failure of consideration. Perhaps validity could be 
challenged by an assignee through there pv a specific provision 
in the assignment agreement making validity a condition (seemingly, 
a virtually unheard-of provision) or through the law being modified 
to make validity either an implied term or, what amounts to the 
same thing, a necessary element to provide consideration. If the 
way for a challenge was made clear, however, the only reason that 
the challenge would be made would be as a base for an action to 
recover some part of the amount paid for the patent and/or damages. 
The lack of any restraint placed on an assignee makes it difficult 


to match it with the situation of a licensee. 


Despite the lack of restraint on an assignee, it 
would still be possible to mount a public interest argument in 
favour of permitting the assignee to challenge validity. Such an 
argument would rest on the Lear v. Adkins approach of promoting 
the public interest by unmuzzling all potential challengers. 


Unfortunately for east in argument, this approach meets an early 
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set-back from the same type of considerations as those 

motivating the court in Troxel v. Schwinn. If a licensee 

should not be permitted to recover oa because 

such a right would tend to dissuade rather than encourage an 

early challenge, how can a system be designed to bring about 

an early challenge by an assignee? Clearly it would be highly 
undesirable to permit an assignee to gird himself with a patent 
which may intimidate many potential users and then let him bring 

an action against the assignor when he or another demonstrates 

the invalidity of the patent towards the end of its term. This 
overlooks any statutory limitation periods that may apply, but 

even within such periods the anomolies would become apparent. 

There would be anomolies of another nature, however, if an assignee 
was to be given a very limited time in which to bring a challenge 
on validity and make a recovery from the assignor. These anomolies 
would arise through the fact that any flaws that a patent may have 
often become exposed only when it is playing a significant role in 
the market and the time taken for a patent to attain commercial 


maturity can vary greatly. 


The above problems have high significance in 
that, short of some extraordinary measure, such as offering a 
bounty to every successful challenger of a patent, there would be 
no point in a public policy decision in favour of permitting an 
assignee to challenge validity unless challenges were encouraged 
by a coherent set of legal devices that were sufficient fail-safe 


to avoid frequent defeat of the public policy objects. The problems 
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are also significant in that some match will have to be made 
between remedies that may be available to assignees and those 
available to assignors. The policy implications on possible 
changes to the assignor estoppel doctrine will be reviewed 


before discussing assignee estoppel any further. 


It will be recalled from the last chapter that 
assignor estoppel had its origins in the courts refusing to permit 
one to derogate from his own grant. This can be quite an 
artificial motive for the rule when the grant is not a deliberate 
act but has occurred through an assignment by an employee to his 
employer under his contract of employment or occurs as an 
incidental aspect of transfer of partnership property upon dissolution 


of a partnership. 


The restraint of trade implications of assignor 
estoppel arise through an assignor not having the defence that 
others would have to an infringement action brought on activities 
that fall within the scope of what will be assumed to be an invalid 
patent. Such a restraint is much more likely to be categorised as 
reasonable as between the parties than the restraint that applies 
through licensee estoppel. In many circumstances the assignor will 
be more aware of the strengths and weaknesses of the patent than a 
licensee and a payment will have been received by the assignor for 
transferring the patent. An assignor is often in a similar situation to 


a vendor of the goodwill of a business and the arguments that have been 
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accepted in restraint of trade cases in support of constraints 

on the vendor of goodwill can find application in patent 
assignments. It is because of this ready analogy that "no 
derogation from his grant" is reasonably appropriate. The 
balancing of reasonableness as between the parties becomes a 
different sort of exercise in the situations mentioned above where 


there is not any real discretion available to the assignor in making 


the grant. 


Reasonableness as between the parties could be 
dubious in circumstances where an employee is instructed to take 
out a patent. If one had an extreme situation where, say, an 
employer instructs an employee to make application for a patent 
despite the employee's protests that the subject matter lacks 
novelty, it could be a most unreasonable restraint on the employee 
after he has left the employer for him to be bound not to use the 
subject matter of the patent. Similarly, if one views matters 
along the lines of fairness to each party there may be no fairness 
involved in prohibiting an assignor from "derogating from his grant" 
by exposing a flaw in a patent which was well known by the assignee 


at the time of the assignment. 


Taking the problem from a different angle, it 
would be unreasonable as between the parties and contrary to 
notions of fairness if an assignor, after receiving generous payment, 
was permitted to bring to light a source of invalidity that happened 
to be completely concealed from the assignee. This may be something, 
along the lines of prior use of an Invalldating nature that the 


assignor had engaged in before applying for the patent. 
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Virtually regardless of the different 
results that may emerge on reasonableness as between parties 
according to the nature of the assignment and nature of the 
source of invalidity, the public interest factor remains 
virtually constant. On the considerations regarded as material 
in Lear v._Adkins any exposure of patent invalidity is to be 
encouraged in order to release the subject matter of the patent to 
public use. As there are no advantages [n the assfgnor deferring 
a challenge of validity, the Troxel v. Schwinn considerations have 
no application. Whereas exposure of sources of invalidity known 
by the assignor only makes this a hard case on reasonableness as 
between the parties the public interest considerations would seek 
to promote anything along the lines of a confession and repentance 


by the assignor. 


There is one public interest factor, however, 
that tends to push matters in the other direction. This is the 
factor that is also found in situations of sale of goodwill. If 
an assignor is permitted to strip a patent of its validity, it will 
tend to reduce the price that can be asked by patent holders because 
greater uncertainty is introduced. Such a price reduction would 
reduce the incentive for patentees to transfer their rights to 
persons better able to exploit the subject matter of a patent and, 
in turn, may reduce incentives for patents to be sought. These 
considerations apply in a modified way to licensing of patents as 


well but the all or nothing implications of assignments gives 
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them more impact in this regard. 


Despite these differences between assignor 
estoppel and licensee estoppel, the Lear v. Adkins ruling was 
applied by the 9th Circuit in Coastal Dynamics Corp. v. Symbolic 
Display mien The matters taken into account by the court in 
that case are not known in that the only comment made was ''We 
are not persuaded that assignor estoppel requires any different 


rule. (than in-Lear v.. Adkins) ."’ 


Doing away with assignor estoppel will provide 
little satisfaction for assignees unless there is an adaption of 
the statement made as an aside in Troxel v. Schwinn. It was 
mentioned in that case that a licensee may be in the position to 
recover previously paid royalties if there had been fraud or 
misconduct by the per oreonae If these things were shown recovery 
by the assignee may be appropriate. Full recovery may be difficult 
in practice, as is often the case where misrepresentations enter 
contractual matters, but this would give at least a potential 
remedy to the assignee. The alternative of not permitting any 
exposure of such matters presses an assignee into the unsavory 
position of perpetuating fraud or misconduct to the expense of 


the public rather than suffering any individual loss. 


If potential invalidity of a patent arises 


25 469 F (2d.) 79 (1972) 
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through something short of fraud or misconduct, it ts not easy 
to find a satisfactory answer to the party to party conflict in 
the traditional field of contracts. By analogy with what has 


"common mistake'' cases in 


been generally referred to as the 
contracts one could use the alternatives of possible implied terms 
as outlined by the High Court of Australia in McRae v. Commonwealth 


Disposals Conmiseton @. In construction of an agreement of 


assignment one might say either that it was implied that: 


(a) it was a condition precedent that the patent be valid; 

(b) it was a condition of the contract that the patent be 
valid; 

(c) the purchase involved a mere chance on whether the 


patent was valid or not. 


The only realistic choices here would seem to be (a) and (c) as, 
given the well known uncertainties in patent validity, it is most 
unlikely that an assignor would willingly lay himself open to 
liability for damages if the patent should be invalid. This is 
because the expenditure that may be necessary to carry out an 
invention can be massive and it {fs probably because of this that 


the patentee is not directly exploiting the invention on his own. 


The alternative (c), the "mere chance", in 
effect reflects the current position. Abolition of assignor 


estoppel would be doing no more than saying that, absent fraud, 
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the "chance" should be subject to further assessment by the 
assignor in the same way that other interested parties may 

make a reassessment after neglecting to take the opportunity 
to bring Opposition proceedings that are permitted under the 


United Kingdom Patents hee 


The condition precedent, alternative (a), 
has attractions because it would provide a remedy to the 
assignee if the assignor challenged. On the public interest 
aspects for assignee challenges, there would be the problems 
outlined earlier in inducing an early challenge. Also from the 
public interest aspect, it would tend to discourage an assignor. 
None of these issues will have any real impact, however, in the 
assignments from employee to employer, etc. With this category 
of "hard cases" it is immaterial from a practical viewpoint as to 


whether alternative (c) or this alternative (a) its selected. 


The conclusion that emerges from the above 
analysis is that public interest considerations favour setting 
aside the doctrine of assignor estoppel but, unless limited, yet 
sufficient time constraints could be introduced, the public interest 
factors would weigh against introducing an implied condition 
precedent of validity of the patent. With no such condition proof 
of invalidity by an assignee would be irrelevant and so no change 


would in fact take place in the assignee estoppel rule. 


£8 Section 14; the Conflict proceedings under the Canadian Act do 


not give the same opportunity to oppose an application. A form 
of the current United Kingdom provisions have existed since 1883 


and if this factor had been considered earlier, it possibly 
would have affected Canadian law. 
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CHAPTER FOUR 
1. Introduction 


Patents are often licensed as part of a 
package of patents, trade secrets and know how. If the patent 
or patents involved happen to be invalid, say through lack of 
novelty, there will be no relief to the licensee as matters 
stand at the moment in Canada and the United Kingdom because of 
the estoppel doctrine. Should the estoppel doctrine be put aside 
there will be potential relief for some licensees and hence an 
incentive to challenge validity, but often little relief for those 
who received what were said to be trade secrets along with the 
patent license. Upon termination of the patent license the trade 
secrets will live on and possibly the activities of the licensee 
will be brought to an end despite the theoretical freedom that he 
now has to work the subject matter of the patent. ‘The nature of 
trade secrets and the possible legal remedies available to restrain 


their unauthorised use becomes a significant issue. 


There will be often instances where trade 
secrets will be in use without their being directly associated with 
any patents. If a trade secret is in the custody of one person, as 
with say, the alchemist of earlier times, there can be no legal 
complications. It would be a most unusual situation nowadays for 


there to be a sole holder of a trade secret and so the law will 
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become involved in determining the obligations owed to the 
initial holder of the trade secret by those to whom the secret 
is revealed. Such persons can include employees, subcontractors 


and persons to whom the secret has been revealed in confidence. 


A major difference between a valid patent 
and a trade secret is that no one is permitted to make an 
unauthorised use of the subject matter of a patent whereas with a 
trade secret anyone who [ndependently discovers the secret is free 
to use it. Therefore, a patent monopoly provides a much more 
embracing protection for a patent owner than does a trade secret. 
A patent, however, has only a limited life whereas some trade 


secrets can run for a lengthy, indeterminant time. 


Some trade secrets could not qualify as patents 
if application were made because they are not eligible subject 
matters for patents. There are other trade secrets that fall 
within the class of ellgthle subject matter but would not qualtty 
as patents because they lack the necessary novelty or lack of 
obviousness required in a patent. It is on this latter group that 
concentration needs be centred in that if a process or product is 
not worthy of recognition as a patent, presumably it should not 


acquire protection to the level accorded to patents. 


On occasions a trade secret would be able to 
qualify as a patent but the holder is of the view that it is not 
readily susceptible to discovery by reverse engineering or 
{independent research and decides to refrain from making Pt the 


subject of a patent application. By this decision the holder of a 
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trade secret is avoiding making a grant to the public domain 
of the subject matter of his secret at the end of a fixed term 
of monopoly. As this public grant is a basic quid pro quo for 
the patent monopoly it would seem anomolous if a trade secret 
holder was permitted remedies that gave the protection of the 


secret a status close to the protection of a patent. 


A useful exercise would be to set out a 
description of what constituted a trade secret, the obligations 
placed on a person in whom a trade secret was entrusted and the 
remedies available should these obligations be unmet. This has 
been attempted in the pastes In this instance a reciting of the 
law is not to be attempted as such in that the accent is to be 
placed on isolating the major factors that run into conflict in 


the trade secret area. 


The unpredictable character of trade secret law 
today arises from problems of determining questions of fact and law. 
These mixed issues are common in quite a number of areas of law but 
in this area the problem appears more acute than most. The problems 
in determining what constitutes novelty or lack of obviousness in 
the patent field are much more straight-forward than the problems 


of determining what constitutes a trade secret. One has fn the 


f See A.E. Turner "The Law of Trade Secrets'' Sweet & Maxwell 1962 
and the 1968 Supplement and very much second, Aaron N. Wise, 
"Trade Secrets and Knowhow Throughout the World" Clark Boardman 
Company Ltd., 1974, Volume 2 in particular. 
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trade secret area not only the complications that can arise in 
applying the law to a wide range of highly technical material 

but also a singular lack of precision in definition of the law 
itself. There have been broadly stated guidelines laid down by 
the courts with each one having its problems in application. 
Where the difficulties are compounded is through the various 
guidelines overlapping and at times clashing badly through having 


been developed with different interests betng »lven prominence. 


The object of this Chapter is to present a 
broad outline of the nature of trade secrets, indicate the unusual 
way in which the basic rules emerged and attempting to isolate the 
interests favoured in the various rules. The compatability or 
otherwise of the rationale for these rules with policies implied 
in other areas of law are to be examined with special attention 


being given to competition law and patent law. 


2. The Nature of Trade Secrets. 


A trade secret cannot be something that is 
generally known. This much is undisputed and there seems little 
dispute that it is possible for more than one enterprise to be 
using a technique that each one has evolved independently and that 
technique can maintain the trade secret categorisation. It is also 
accepted that once the technique is nearly universally knownin a 
sector of industry to which it can be applied, it is no longer a 


trade secret. There has been no known attempt to draw a line of 
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demarcation between these extremes. 


A guideline that has been frequently used, 
albeit in a negative fashion, is to examine the extent to which 
efforts have been made by the nordey of the trade secret to 
maintain its security. If there is limited access to the area 
where the process is carried out with secur{ty precautions glving 
the appearance that it is the process rather than just ordinary 
property that is being protected then this may be persuasive in 
demonstrating that the process is Beever Lack of this indicator 
can be PORN This indicator alone has, most sensibly, never 


4 
been taken as conclusive. 


Publication in a publicly available document of 
the nature of a trade secret is the antithesis of maintaining tight 
security and one would therefore expect publication to be fatal to 
the secret. In O. Mustad & Son v. Dosen and $. Allcock & Co. Rede 
a 1928 decision of the House of Lords first reported in 1963, it 
was held that disclosure by the plaintiff in a patent specification 
had terminated secrecy. Publication in a Belgian patent specification 
that became available in the United Kingdom Patent Office library 


was held to have robbed the information of its confidential status 


: Amber Size & Chemical Co. Ltd. v. Menzel (1913) 30 R.P.C. 433. 


? Robin-Nodwell Mfg. Ltd. v. Foremost Developments Ltd. and Nodwell 
(1966) 52 C.P.R. 244; and Wilson Certified Foods Inc. v. Fairbury 


Food Products, 370 F. Suppl. 1081 (1974). 


4 See Houser v. Snap-On Tools 202 F. Supp. 181 (D.C.Md. 1962) for 
rejection of a "hollow confidence". 


5 11963] R.P.C. 41; [1964] 1 W.L.R. 109 
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in the United Kingdom in the case of Franchi v. Eeanehi os 
These decisions, in effect, follow the same line as in the 
patent field where publication in any publicly available 
document can constitute an anticipation of a patent applikation. 
However, in the trade secret field no absolute rule emerges. In 
Cranleigh Precision Engineering Ltd. v. Bryant! knowledge of a 
published patent specification was held to be information that 


had to be kept in confidence. 


Whether disclosure in a publication should be 
accepted as a trade secret involves a significant value judgment. 
It amounts to a question of accepting a theoretical or practical 
view on the accessibility of the appropriate knowledge. In the 
patent law field the theoretical view is taken - if something has 
been published it is assumed that all interested paretas Wadcor 
could have had access to it. In the trade secret field there has 
been pressure to have classified as trade secrets even material that 
has been uuyeiee The basis of the argument is that, in practice, 
it can cost a great deal of money to separate the appropriate needles 
of really useful information from the haystack of technological 


literature and once the needles have been identified this should be 


worthy of protection. 


The above argument is really an application of 
another guideline that is frequently invoked: did it cost a good 
deal of time and money to acquire the information for which trade 
secret status is being claimed? This guideline first appeared to be 
6 [1967] R.P.c. 149 


7 [1965] 1 W.L.R. 1293; [1964] 3 All E.R. 289 


8 See for example, remarks by Tom Arnold "Shadows do not Fight" in 
"Protecting Trade Secrets Today" Practising Law Institute 1973, pp.25-28 


* ones Ma Yo a 


alded save, eaeree = +a nota 
1236 a ata sateq & to gotangiatag oa pansbbares me 


iT swonntnon ols ‘ssutbnds ort biait 30 pele 
Bane woe 


; i. 

‘snerat ¥_ eae pale Bhs: ae 
hace 7“ 

ands votsnatoin ad od ated ew ERE a saving 


cara iy 


“aoenbica nb aed od 7 


ow nabaloqnd 


of bloga motsanhichiq #, HR sarscboeth vedas a} Eee 
ee 1nhsk Megha e-amthowiet: dnsiage whew’ owt , 
Ine toneaxg 0 tye tsanoet, 5 stamens to wokianuy wos 
ead Artec’ 4 ade in voty ‘a wetioe wet & 
so Bod va ‘v. bascwneamh si anh sohbet nod 
ene onal Reh tyro, ste wis Ad | +8% 2, bioiiae bac ryad oa | 
wii hot 38 Sey twa exerpe Scala an Lihat acd SINGERS TT of 
e atoning bt geal eh Scat tid oily Do. where salt y © ndeletdg nod aad | 
an ihn oratsgusaga et eoriage 67 Gente Bo Inet Jn97g. 8 7992, pos at 
| tasks toatings: seated es aon epbanaiirts Letowe tao, ta, 


“ed biwods ame aerate ese aune, es, veut erage ht 
guido Sh arty 


ao | 
re ndtapaitged Ae yelinas a2 neingap svete’ dar 
_boag_8 Fedo 32 52h xbotoya) etabaupas at tects env nblorg wediatie \\¢ 
cher? dotdy 903 ooltesr0lel wis ovtupes oF yonom beg sms e fesb 


ed 03 hevwieagge te71° aie ood Thiel nbn sues soz2ee" 
| cw es rea § : 


— ee $ “a ike t 


wf Me Sali 2 OP eeohat2” & ; ote ; 
ae n3us wet wolf wales oes 1 


138 


given weight in cases involving the gathering of end 
information for a trade divectoce*. and a host of customer list 
cases. The need for such a test is clear in these cases because 
it could seldom be claimed that much of the information was not 
available in some published form or other and nor could it be 
claimed that it had any element of discovery or novelty. It 
does seem to find service, however, in technically orientated 
fields where these other facts are being argued as well te The 
possible rebuttal to a time and money argument could be that 
expenditure was necessary only because of initial technological 


backwardness but no case has been found where this has been argued 


specifically. 


The lack of expenditure of time and money on 
isolating information need not prove fatal to a trade secret 
classification because a brilliant but cost-free insight can qualify. 
This entails an element of "discovery" which is an ingredient that 
courts have at times stated to be essential in technical Eiedde 
Although this "discovery" element is at times demanded, what is 
universally accepted is that one does not require novelty to the 


standard required in the patent field. This point was directly at 


issue in Sandlin et al v. eh seoe because the court specifically 


9 Exchange Telegraph Company Ltd. v. Gregory & Co. [1896]. Oo RB. 447 


10; amb v. Evans [1893] 1 Ch. 218 


tT nsell Rubber Co. Pty. Ltd. v. Allied Rubber Ind. Pty. Ltd. [1967] 
Vi RG637, 849 


13See especially Sarkes Tarzian Inc. v.Audio Devices Inc. 166 F. Supp. 
250, (SD. Car! 1958) 


Pius F (2d.) 660 (8th Circuit 1944) 
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ruled as erroneous the District Court's conclusion that no 
obligation of confidentiality had been breached because the 
discovery did not constitute a patentable invention. This 

view has been generally accepted inside and outside the United 
States of Antectosser At times the term novelty is said to be 
necessary, but such references are in the context of distinguishing 


the information from that which is generally known rather than 


putting it at the patent level of novelty, or lack of obviousness. 


A guideline that tends to embrace the other 
guidelines is to determine whether the information was of value 


to competitors. This approach emerged in the colourful form of the 


"springboard" doctrine of Saltman Engineering Co. Ltd. v. Campbell 


Engineering Co. Leas? a case virtually forgotten until given an 


uplift in Peter Pan Manufacturing Corp. v. Corsets Silhouette eds” 


The springboard doctrine has been the main guideline used [n Brian 


D. Collins (Engineers) Ltd. v. Charles Roberts & Co. eta, 


Suhner & Co. A.G. v. Transradio Ladabes Terrapin Ltd. v. Builders' 


2 
Suppl Co.) Hayes Ltd. ~? and Seager v. Copydex Ltd. 0 


a Adopted in The Restatement of the Law of Torts, art 757 which has 


been widely favourably noted - see for example Ansell Rubber Co. 
Pty. Ltd. supra note 11, p.50 


15 (1948) 65 R.P.C. 203; [1963] 3 All E.R. 413 
16 [1963] R.P.C. 45; [1963] 3 All E.R. 402 

17 11965] R.P.c. 429 

18 T1967] R.P-C. 329 

12-1967]. R:P.C. 375 


20 11967] R.P.C. 349; [1967] 2 Al] E.R. 415 
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The basis of the springboard doctrine is to 
enquire whether the information that has been or may shortly be 
transferred in an unauthorised fashion is such as to advance the 
interests of the outside person. Where it tends to do the same 
service as the other guidelines is that if the information is 
generally available or would require little effort to acquire 
independently then it would not be such as to make an unauthorised 
transfer any real advantage. If the information is found to 
provide a springboard for the competitor then it should be 
classified as a trade secret and the restrictions placed on transfer 


of trade secrets should apply. 


The springboard test has a good deal in common 
with the definition of trade secret set out in the Restatement of 
2 
the Law of Torts, ‘ the principal sentence of which reads: 
"A trade secret may consist of any 
formula, pattern device or compilation 
of information which is used in one's 
business, and which gives him an 
opportunity to obtain an advantage over 
competitors who do not know or use it." 
In the 1965 Supplement to the Restatement there are over fifty 
cases listed in which the above statement had been used in support. 


It is still frequently invoked in the United States of America and 


it has also been noted in English and Australian cases. 


The Restatement does later mention that secrecy 


is an essential aspect to a trade secret but in noting that novelty 


American Law Institute, 1939, s.757, Comment (b). 
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and invention are not required it does not go further and 


indicate whether an element of discovery is necessary. 


The major difficulty to be found in the 
springboard or the Restatement approach is that it really begs 
the question. If information passes or is about to pass to a 
competitor and the information holder does not favour this, all 
he need do is demonstrate that the information may be useful to 
the competitor. By application alone of the springboard or 
Restatement approach a trade secret categorisation is given to 
such information. Even at first impression this covers information 
that one might expect to be outside any legal impediments to free 
flow. The reason for the unexpected width of the definitions is 
that neither providesa definition at all but instead provides a 
description of some of the characteristics of trade secrets. The 
use of these approaches alone can give results as misleading as 
say, "defining'' a cow as a four-legged mammal. Unfortunately, 


this appears to have been overlooked in many cases. 


Two limitations should be put to the spring- 
board or Restatement descriptions of trade secrets from the outset. 
Both are well recognised although difficulties have been experienced 
in their application. The first limitation is that trade secrets 
do not embrace information that is to be found as part of the 


ordinary skill, knowledge and experience of an employee. The 
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The second limitation relates to the care which should be 
exercised in determining what an "unauthorised" divulgence of 
a trade secret constitutes if trade secret is given a wide 


description. These limitations overlap in some circumstances. 


The following illustration may clarify the 
position. Suppose the proprietor of a highly-regarded restaurant 
had in his employ a talented chef who during the course of his 
employment perfected a recipe for a sauce that gave the restaurant 
even greater fame. Information on the secret of this sauce 
would be much sought after by competitors and the proprietor of 
the restaurant would very much prefer to keep this information 
exclusively his. On a springboard or Restatement approach the 
recipe qualifies as a trade secret. Can the chef reveal it to a 
competitor or apply the recipe in the service of a competing 
restaurant? It would seem that knowledge of the recipe would be 
part of the skill and knowledge of the chef so possibly he can apply 
it elsewhere. However, perhaps there should be some bar to the chef 
selling the recipe to a competitor for a large sum whilst continuing 
work in the same restaurant. If this be the case, it would be due 
to the divulgence of the secret being unauthorised. The situation 
can be complicated further if one considers the position of another 
chef in the same restaurant, the meat chef, who through working 


side by side with the sauce chef, comes to know the secret recipe. 
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The personal skill and knowledge of this chef possibly would 
not embrace the recipe and possibly there will also be a 


difference in what he may be authorised to reveal. 


The scope given to "the personal skill, 
knowledge and experience" of an employee is critical to the law 
of trade secrets. It is true that it has little relevance to 
cases where a trade secret is revealed in confidence without there 
being any contractual relationship between the parties, but such 
cases are very rare by comparison with those involving an express 
or implied condition to refrain from revealing trade secrets in 
contracts of employment. In these cases, and in the closely 
analogous cases of subcontracting arrangements, the personal 
attributes of an employee act to limit the material that can be 


classified as trade secrets. 


Recognition of the need to permit an employee 
to carry "personal" knowledge with him upon termination of his 
contract of employment is long eapablisnene What has become more 
difficult is determining what falls within {ts scope. The major 
cases of yesteryear involved matters of little technical 
sophistication with employees being tradesmen or craftsmen. Many 
modern cases involve very complicated technologies. Therefore, the 
decision making has shifted from determining the ordinary skill, 


knowledge and experience of a plumber or electrician to determining 


af Robb v. Green [1895] 2 Q.B. 1; Morris v. Saxelby [1916] 1 A.C. 


688; Attwood v. Lamont [1920] 3 K.B. 571. 
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that of a research chemist with three years post-doctoral 
experience in a University before moving to ten years of employ- 
ment in pharmaceutical research. Such a person starts employment 
with a vast amount of skill and knowledge but a return to that 
starting position would be near impossible and certainly highly 


undesirable even if it were possible. 


The problems of definition are great. This 
leads to uncertainty in the law of trade secrets. Greater 
uncertainty arises however, through the frequent disregard of the 
clash of interests involved. A bias towards employer interests is 
implicit when matters are viewed along the lines of the American 
Restatement or the springboard doctrine. The personal skill of 
employees is often noted as a minor exception that can provide 
difficulties in various cases and in the many articles written with 
this bias. On the other side, there are cases that give quite a 
wide scope to personal skills and these cases, with the accent being 
given to employee mobility, partially reflect a bias towards 
employee interests whilst mainly favouring freedom of competition. 
Accordingly, they tend to be depicted as restraint of trade cases 


with the unsuccessful trade secret argument being given a low profile. 


Another interest that is often said to be 
favoured by the law of trade secrets is that of fair dealing and 
good faith. Hence, emotive terms such as "industrial espionage", 
stealing" and''filching" are employed when mentioning the unauthorised 
transfer of trade secrets. There are probably established legal 


remedies available against activities that can be aptly described in 


iiteiel emby sats gtd 
~yolqus to” aaay 13 oF gittvot: Pore | 
3 mente fqms 2327830 noeteg 8 fone “ite toe bd. ye SHar7TB 
jet 02 quiet 6 20d" she twors, ban, sttsa 20 avons ae 
vi eget wintnsse 3 bate aldtseagnt 1eed oy bloow aokireog mr ner 
: ; ; her pest 
iy wT staan ri 32 co ie. act 


Ae 


ie ie 


viliT dacvg ove Gara tateb! Yo asstdois ait gare oo 
mize | e2eaem oher? 26 wal gtd ak eaten m 

adi Rd btsvs iets sibupait ad? Higiiosay \tavewd dnarew yaa 
et wpebyeturl rayolqas obra? anid i soot tia 8 
tag Pron avs26 aenkl ues anor bows i ath panini: 
Tm erets Tanetzeg ait” aitbriaeb | brboggtasge ad, “¥e!a 
swivel! ‘nes rb ld cg Prensa Yomi ae beter ‘dodo ak 

datw ness ast obs aro wa ak bre mags quota nit alot 
6 eatop owt id? wean axe nat roby vedio 22 00 pari: 

bn tod ei ees as bw AGS sees woe slide Lanonseq 4 oaede, ey 
nit gues ney & gosttor inten nd titdom aieatohe bi 
“HOt bsaqepe t9 mobeort autioows? ¢lntec Jeliay azastoant ooxolgae ‘ a 
asabo shea Yo pees es bodstasb ad a bas yen, <{fantbrah. 
-sitterxq wal & novikg ‘gaited J agg TB Igroee ebazd Juleeesaueagy ms — 


‘ 


“ot 


« 
Ny 
7 os) 
a 


i) 
ad oe — sis et Jar | sae vesA AshlorA “é | ree wel c ‘ 
ona gritbash rhe} to sed3- 8) adpisay stort to” we. sits a iia a ag | 
, “agnredg es fetarwubar" ‘ee ‘Moa mses svisug , SoH poses 

treek=odsunnl eft gatnotigem mii beyokgns. oun na “anit bin "3 | 

bafutidases laadersg, Eyes singt sareto0e re toa 


ae ioe acl H%> = asi ee 


an 


pene i. 
a yes -_ 
Bisa ~~ re rie ae 


145 


this way without a separate "trade secret" law being necessary. 
What modern trade secret law often tends to do is place a 
restraint on employee mobility with a resultant stemming of 
technology transfer when none of the emotive terms could 


reasonably be applied. 


The early development of trade secret law 
will now be examined, followed by a tracing of early developments 


in restraint of trade law. 


3. Evolution of Trade Secret Law. 


Cases that were directly related to trade 
secrets in the modern sense did not occur until the end of the 
nineteenth and beginning of the twentieth century. The authorities 
relied on in these cases were mainly concerned with material being 
used for purposes other than that for which it had been provided. 
Most of them hinged on matters that would be readily resolved by 
present day copyright legislation. Accordingly, they are more 
copyright cases than trade secret cases but the limited scope of 
copyright legislation of the time led to some statements of 
principle being made that were adapted to the trade secret area. 

A re-examination of these earlier cases is of interest because the 
principles stated in them were often expressly or impliedly limited 


in manners that were overlooked later. 


Use of a manuscript in an unauthorised manner 


2 
was enjoined in Duke of Queensberry v. Shebbeare. This is quite 


23 (1758) 2 Eden 329: 28 E.R. 924. 
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clearly a precursor to modern copyright law in that the defendant 
in this case was held to be acting outside the purpose for which 
an unpublished manuscript had been made available to him by his 
proposal to make multiple copies of the manuscript for his own 


profit. 


Personal letters in the hands of recipients 
raised issues for the courts to resolve. In Thompson v. Stanhope" 
the executors of the estate of Lord Chesterfield were successful 
in gaining an injunction against the widow of the Earl's "natural" 
son to prevent publication for gain of correspondence between 
father and son. Before his death the father had requested the 
return of some of the correspondence because it may have caused 
embarrassment but the widow had kept copies. There was also what 


was purported to be imminent unauthorised publication of letters in 


a newspaper in the case of Lord and Lady Perceval v. Phipps-> but 


at equity the injunction was dissolved with the parties left to any 
action they may have at law because the plaintiffs failed to provide 
any answer to the defendant's reply that publication was not for sake 
of profit but to vindicate the character of Lady Perceval's one time 
servant and that of the newspaper proprietor. An injunction against 
publication of letters of a personal nature was granted with great 

26 


reluctance by Lord Chancellor Eldon in Gee v. Pritchard. The 


ground selected for granting the injunction was that letters directed 


ae (L774) Amb. 7373 927-E.R. 476 
a (Leto e ley eee B19; 35 E.R. 225 


#001818) 2 Swan. 402; 36 E.R. 670 
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to yet another "natural" son of a member of the aristocracy 
lost any character they may have had as being the property of 
the defendant when he had, on request, returned them to the writer, 


an act that he performed only after meticulously taking copies. 


Orally delivered lectures by a surgeon in 
the case of Abernathy v. Horehinsens, were not susceptible to 
protection under copyright but it was held by Lord Eldon that an 
injunction should be issued to restrain publication in a magazine 
of a shorthand writer's record of the lectures. This decision was 
based on a finding that the students attending the lectures were 
permitted to use the lecture material only for their own 
individual information and there was an implied contract that the 
material was not made available to them for publishing it for 
profit. Although the person responsible for taking the shorthand 
notes and transmitting them to the magazine publisher was not known 
the injunction would nonetheless lie against the publisher as the 


notes could reach him only through the breach of implied contract. 


The case of Prince Albert v. Strangete was also 
a de facto copyright case. Private etchings that had been put in 
the defendant's hands for the purpose of making some duplications 
had been used to make further duplications which the defendant had 


announced would be featured in an exhibition where catalogues 


27 (1994) 1H. & T.W 28; 3 LJ. (a.s.) (Ch.) 209; 47 All E.R. 1313 
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iy eh eh ena Ned thdbvont wine 
Yo dirsqotq Sts ghled on “hell allan 
teetaw oF O3 mod? Yorvayey eTamupes ot nt a 


estan ginttes ‘elavolus wsbxem qotte 


Sa 


Ai posgTum vy parusoel boveviisd Whox0 nN ; = ‘ 
od afdiiqevaus Son sto" Sgqtitsrul W iapozndh 20 
ray we? nobls hot ‘vd bf at asw ab awed viigtiyqes sable. isp 
oplivgany 8 oF neddabrieoy aeons oF hover ‘od blisode 
net AOdaanh. etaT” . aaMoUE" a? iw ee argu ae 
ardu bet seh of) gattassse arnebuse ont caciaaneii | 
; net “halt nF! ttiee futroone ohusoat wit edi 1 Be | 
edt antks sib jb halrqeil ng aor sreitt ‘bine nobsentsotay £ 
a +2) gerktte’d Let woh! morta om stented ihe Son wn 
bmi noite sat gitant voy starenogden ieartiy et Aguotath 
rons rag baw roited Lbs sinnicghe bas) eer gntayhintsiony 
odd oe emai i seritmgi Et! ges teitsshom ‘bEvew cnn ot) 
4907900 Bettger Yo dikexd bscioncosnal sna aH soi ‘Btvos "aon 


outed be 


onle ann Saag , aaa Sodan eh aa 4 | 


al ong osed bad ses agmdddate stavend ed nag vcgoo’ ore 2 ap a 

arial sen tiaub amv yobise to sent nad ‘33 obra, *aanbrodab ae Ly 

bash anpbaetab of stp kt eno trae san ag od beay we bes 
souseleins ovedw ngkstdtiiee be od’ ean o bioow t a 


( ot 
va << Wae 


pi AZ 


7 


‘on 


ELet 8.4 IA ve R08 C9) t ane oe Wit ds BL asp ee 
) otk mM 
id ae ie ane eer a. ee i 


i 
a, 


143 


containing reproductions and descriptions of the etchings 

would be for sale. The Lord Chancellor, Cottenham, in 

granting an injunction ruled that the author's property in the 
unpublished etchings provided sufficient grounds for an 
injunction but, if it had been necessary to decide he would 

have also found a ground for injunction on the basis that the 
catalogue, descriptions and further remarks could not have been 
obtained except for the surreptitious and improper making of 
additional impressions of the etchings. Similar facts were 
considered by the Court of Appeal in Tuck v. Brisseer + where 

a drawing had been placed in the hands of the defendant for the 
purpose of producing two thousand copies, but the defendant made 
additional copies which he later started to sell in competition 
with the plaintiff. The new Copyright Aber? would have resolved 
this matter except that the reproducing had been performed before 
the copyright had been registered and hence the basis of the 
injunction granted was that the extra copies had been made in 
breach of contract and in breach of faith. Breach of an implied 
condition of the contract was also found in Pollard v. Photographic 
Co. eeais when a professional photographer used the photograph 


of a paying client in a Christmas card. 


The remarks made in the above cases relating to 


unauthorised acts of duplication were taken up in later years in 
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cases involved with trade secrets. What has tended to be 
overlooked in the later application of the dicta is that there 
might well be a need to distinguish the reproduction of material 
from taking and using the general subject matter. This is a 
distinction that is reflected in modern copyright legislation 


and one that was recognised shortly after the above cases. 


The House of Lords in Caird v. Sime” followed 
a similar course to that taken in Abernathy v. consent and 
held that a professor of a university who delivered orally his 
lectures to paying students did not communicate those lectures to 
the whole world so as to entitle any one to republish them without 
his permission. A distinction was made between republishing the 
lectures and using the teaching to be gained from chen This 
theme was followed in Lamb v. Evans>> Here the defendants had 
worked on a commission basis for the plaintiff, collecting 
advertisements throughout Europe for publication in a trade directory 
to be used in England. Upon ceasing employment with the plaintiff, 
the defendants worked for a rival publisher where the subject 
headings and advertising blocks were in many instances reproduced 
for a rival directory. The lower court granted an injunction 
ordering that this activity cease but concluded the order by 
stating "order is not to extend to prevent the defendants or any 
of them making legitimate use of the plaintiff's work or any part 


thereof for the purpose of obtaining advertisements or otherwise." 


a (1887) 12 App. Cas. 326 
Supra note 27 
of Lord Halsbury, Ibid. 338 
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When the Court of Appeal dismissed an appeal from the lower 
court it made no variation of this order. The basis of the 
order is open to debate, but doubts are resolved to an extent 
by the remarks of Kay L.J. where he said in reference to 
Prince Albert v. Strange 
"...1 think the doctrine...does 
extend to every case in which a man has 
obtained materials (I use the word 
advisedly because it would be very 


difficult indeed to grant an injunction 


to prevent a man using his lesowilledee). 6.” 


This approach was also followed in Philip v. 
pemmerl where disputes arose as between the executrix of the 
artist Whistler and the defendants who had been given access to 
letters by the deceased artist in order to write his biography. 
It was held that the property of the letters remained with the 
author (executrix) and the initial receiver of the letters and 
hence, in the absence of any authorisation the letters could not 
be reproduced. However, it was also held that the letters could 
be used by the defendants to provide background information that 


may be of use in writing the biography. 


It would therefore appear to emerge from the 
above cases that someone entrusted with material for one purpose 
was not permitted to make a reproduction of the material and use 
the reproductions for another purpose. Nothing is stated that 


suggests that an idea gained from the material could not be used and 


eee id ep. 256 
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there are clear indications that such an extension was not 


contemplated. 


There are other early cases relating to a 
different situation, a situation where material came into a 


persons hands in an unauthorised fashion. 


in Yovatt.v. Winyard’~ an injunction was 
granted to restrain the defendant from making use of or 
communicating certain recipes for medicines on the ground that 
he had obtained knowledge of the mode of preparing them by a 
breach of trust. The plaintiff who was the proprietor of the 
medicines, had employed the defendant as an assistant under 
terms that he was to be instructed the general knowledge of the 
business but was not to be taught the mode of composing the 
medicines. After the defendant had left the plaintiff's service, 
the plaintiff discovered that the defendant had surreptitiously 
gained access to his books of recipes and copied them and had 
commenced selling the medicines with instructions for administering 


them which were almost literal copies of the plaintiff's instructions. 


The breach of duty in discovery of the secret 
was an important element in the Yovatt v. Winyard decision. 
Despite the brevity of the decision of Lord Eldon, Lord Chancellor 
this point emerges from the plaintiff's counsel readily conceding 
that a court might not protect a secret from disclosure by one to 


whom the proprietor had himself communicated it. ‘The concession 
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was made in order to distinguish two earlier cases. Newbery 
Ve James?” and Williams v. Widitens | both decisions by 


Lord Eldon. 


There was no unauthorised discovery of the 
secrets in Newbery v. James and Williams v. Willfams. Both © 
involved secret medicines with the relationship in Newbery v. James 
being one between inventor - manufacturer and distributor whilst in 
Williams v. Williams an. agreement between father and son, where 
the son was to be prepared for being brought into his father’s 


business and this led to the revelation of the secret. 


The main factor motivating Lord Eldon in his 
refusal to continue injunctions was the difficulty he saw in 
enforcing any order if it had been desirable to grant an injunction 
in such matters. He contrasted secrets of this type from patents 
and took exception to the fact that one of the secret recipes in 
Newbery v. James had been the subject of a patent which had expired. 
Lord Eldon's remarks have an uncanny similarity to those of the 
Supreme Court of the United States of America over one hundred and 
fifty years later and hence are quoted here at some length. 

In Newbery v. taeeee 

"...the medicines in question were 

the subject of a patent which had 

expired; and the agreement which the 

bill sought to enforce was an agreement, 

by which, independently of the patent, 

the proprietors had entered into 


covenants not to sell that which was the 
subject of the patent, except to each 


39 
(1817) .2 Mer. 446; 35 E.R. 1011 


40(1817) 3 Mer. 157; 36 E.R. 61 


411817) 2 Mer. 446, 451 
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other. But in order to support a 
patent, the specification should 

be so clear as to enable all the 

world to use the invention as soon 

as the term for which it has been 
granted is at an end. Then, with 
regard to the Analeptic pills, for 
which no patent had been procured, 

if the art and method of preparing 

them were a secret, what signified 

an injunction, the Court possessing 

no means of determining on any occasion 
whether it had or had not been violated?' 


(Lord Eldon concluded by stating that the parties may care to try 
their action at common law {tf any remedy could be found there, but 


he would grant no injunction.) 


In Williams v. Williams, a firmer ects 


"But so far as the injunction goes to 
restrain the Defendant from communicating 
the secret, upon general principles, I 

do not think that the Court ought to 
struggle to protect this sort of secrets 

in medicine (see Newberry[sic] v. James...) 
The Court is bound indeed to protect them 
in cases of patents, to the full extent of 
what was intended by the grant of the 
patent, because the patentee is a purchaser 
from the public; and bound to communicate 
his secret to the public at the expiration 
of the patent. Then, whether the principle 
Can be extended to such a case as this - 
whether a contracting party is entitled to 
the protection of the Court in the exercise 
of its jurisdiction, to decree the specific 
performance of agreements, by restraining 

a party to the contract from divulging the 
secret he has promised to keep that is a 
question that would require very great 
consideration. But the present case is not 
one which calls for the determination of it. 
If the Defendant has already disclosed the 
secret, the injunction can be of no use. 

If he only threatens to disclose, it then 
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becomes necessary to look at his 
affidavit; and by that he insists 
that what he has to disclose is no 
secret at all - Then how is the Court 
to try this question? or what can the 


Court do with the case altogether?" 
(The injunction was thus dissolved). 


It is noted that Lord Eldon does not go ae ‘ 
far as to say that secrets could in no circumstances be pepthcted 
although it would seem that the hurdles he set up would He | 
difficult to clear. In this context, the unauthorised learning 
of the secret in Yovatt v. Winyard takes on significance. The 
unauthorised acquiring of tareenerion and the possibility of 
gaining a remedy that will prohibit its use is ee tes i diera : 
in Tipping v. ee This accent on the method by ettich 
fees miation is acquired takes on particular significance in thes 
light of statements made in the leading case of Morison v. Moat. ** 
This case is of particular significance in that the decision of 
the Vice Chancellor (Sir G.J. Turner) is couched in terms that were 
wider than necessary for the decision with a gloss being placed on 
earlier umiheuie ress To compound matters the broader statements 
have in many instances been taken up in later cases without reference» 


being made to the limitations on the broader dicta that is to be 


found in the Vice Chancellor's judgment. 


A significant aspect of Morison v. Moat is that 
the problems crystallised at the time that a partnership agreement 
expired with the sons of the initial parties as the successors to 


their fathers in the partnership being the disputants. Morison Snr. 


431843) 2 Hare 383, 393, 67 E.R. 157 


44 (1851) 9 Hare 241; 68 E.R. 492 
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was the inventor and sole proprietor of a secret recipe of a 
medicine who after some years of service with him had made a 
partner of Moat Snr. with Moat Snr. being told the secret and 
being charged with the task of manufacturing and selling the 
medicines. At the time the partnership was formed, each party 
entered a bond with a penal sum of Five Thousand Pounds with 
Moat Snr. covenanting to reveal the secret to no one and 
Morison Snr. covenanting to reveal the secret to no one other 
than such persons who may be brought into the partnership with 


the approval of Moat Snr. 


After some years, two sons of Morison Snr. were 
brought into the partnership and the secret was revealed to them. 
Moat Snr. fell into ill-health and a son of his came to work for 
him on a fixed salary. This son was shortly afterwards named as 
the successor to Moat Snr. and a few days later Moat Snr. died. 

A few months after his father's death Moat Jnr. ceased regular 
attendance of the business and became a sleeping partner with 
Morison Snr. and the two sons carrying on the business. A few years 
later Morison Snr. died and his sons carried on the business until 
the time of the partnership came to an end a decade later. The 
dispute arose when the sons of Morison brought action against Moat 
Jnr. seeking an injunction to restrain Moat Jnr. from selling the 
medicine with the description "Morison's Universal Medicine", 


">repared by Mr. Moat late partner of Mr. Morison the Hygeist." 
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The question for the court was could Moat 
Jnr. legitimately use the secret at the conclusion of the 


partnership? The following major points were canvassed: 


(a) The defendant argued that the secret was an asset 
of the partnership. On construction of the partner- 
ship deed and in the light of the mutual covenants 


it was held that the deed was not to this effect. 


(b) On an issue of fact it was argued by the defendant 
that he knew the secret through working on the 
process and this had been known by the other 
parties when rearrangements had been made following 
his father's death. In complete conflict with this 
the plaintiffs stated that there had been no intention 
of informing the defendant of the secret and it was on 
the assumption that he did not know it that the 
rearrangements had been made and he had been made a 


sleeping partner. 


(c) On a further issue of fact it was argued by the 
plaintiffs that the only ways the defendant could have 
come to know the secret was either through his father 
having divulged it to him in breach of his covenant 
or, alternatively, through surreptitiously acquiring 
the knowledge whilst associating himself with the 


partnership operations. 
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In the event the Vice-Chancellor came to 
the conclusion on the facts that it was (c) rather than (b) that 
had been made out. On this basis the authorities were referred 


to. 


Perhaps it could only be by the advantage of 
hindsight that one could see a way that a decision of law could be 
resolved: accepting the conclusion on facts, one has mutual 
covenants secured by bonds, entered between partners to maintain 
secrecy for the benefit of their partnership with the parties 
having negotiated at arms length with each aware of the nature of 
the operations. A decision could have been based on a breach of 
the specific covenant found in this case and applying a remedy quite 
well established by equity at that stage to trace the result of the 
breach through to a third party who would have been aware of the 
breach. Instead the Vice-Chancellor expresses himself in terms of 
breach of faith, breach of confidence, breach of trust and breach 


of duty as well as breach of contract in making a finding for the 


plaintiffs. 


The use of additional grounds may have provided 
little opportunity for confusion except that the scope of duties of 
faith, confidence, trust and duty are not indicated. Distortions 
of previous authorities are given when using the terms, thus 
complicating matters. The significance of the innovations warrant 


some detail: Williams v. Williams *” is cited only with respect to 


5 Supra note 42 
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158 
Lord Kenyon's remarks on the son's alleged intention to take 
exclusive dominion of secret articles, an act which Lord Kenyon 
referred to as a possible breach of trust; the case is then 
characterised as one where trust must be honoured without mention 
being made of Lord Kenyon's refusal to grant an injunction against 
communicating the secret. Yovatt v. eee ene is said to have 
been grounded on a breach of trust and confidence, an accurate 
observation, but an observation that could have been qualified by 
pointing to the acquisition of the information being in breach of 
trust etc. Abernathy v. RaEeinsone is represented as a case in 
which Lord Kenyon granted an injunction on the ground of breach of 
confidence rather than the actual ground selected by Lord Kenyon 
viz. an implied contract that students would not use notes of — 


lectures to publish them for profit. 


The generalisations made in Morison v. Moat 
provided rich resource material for later cases. It also provided 
the stimulus to Amedee Turner, the author of the established text 
on trade secrets, to give heavy accent to the fullness of scope of 
the law of trade secrets that may lie in an exploration of duties 


of confidence and pena tle 


Despite the breadth of the terms used in Morison 
v. Moat there is dicta that should have served as a caveat to taking 
a literal view of these terms. Although deciding that the 


defendant had not acquired knowledge from working the process, the 


u Supra note 38 


o Supra note 27 


S? Seg especially Chapter 3 of A. Turner, "The Law of Trade Secrets". 
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following statement was made: 


Undoubtedly, if the facts thus stated 

by the Defendant be proved - if the 
Defendant, after he became a partner 

in the concern, openly took part in 
compounding the medicines, and used the 
secret for the purpose - if, with the 
knowledge and concurrence of the partners, 
he was permitted to acquire, and did 
acquire, a full knowledge of the mode 

of compounding these medicines and of 

the secret process in the manufacture 

of them, it would be difficult for any of 
those partners afterwards to restrain him 
from using any knowledge so acquired or 
any secret so disclosed; they would, I 
think, in such a state of clrcumstances, 
be considered to have waived any right to 
preserve the secret for their separate 
benefit." 20 


Although later cases tended to represent 
Morison v. Moat as authority for the proposition that it was a 
breach of faith and confidence for a person who had learnt a secret 
through his work to communicate the secret or use it elsewhere it 
is seen from the above dicta that the method of learning the secret 
was still given significance. An authorised learning of the secret 
could lead to a different result than the unauthorised learning of 


a secret that occurred in Yovatt v. Winyard. 


A final peculiarity of Morison v. Moat is that 
Turner V.C. granted an injunction to restrain Moat from continuing 
to make and sell medicine made to the secret recipe, but refused 
to restrain Moat from communicating the secret. This he did on the 


ground that there had been no evidence or even allegation of an 
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intention to communicate. Little can be made of this save the 
absence of an automatic response in this regard. Perhaps the 
refusal by Lord Kenyon in the cases outlined earlier to grant 
injunctions against communication had some influence yet no 


direct mention is made of this. 


An appeal by the defendant Moat to the Lord 
Justices was dismissed without any comment being recorded on the 


grounds for doing some 


Passing mention was made by Jessel M.R. of 
Morison v. Moat in the case of Reuters Telegram Co. v. Byron.” 
This case involved one Grenville who had acted in Australia as an 
agent working on commission for the plaintiffs. His task had been 
to collect cables from Australia and transmit to England and 
disseminate cables that were dispatched from England. Grenville's 
business was absorbed by that of the defendant Byron. When Byron 
failed in his negotiations with the plaintiffs for a better rate 
he set up his own cable service in competition with the plaintiffs 
and used in cables the cyphers which Grenville and Reuters had 
earlier worked out as abbreviations of the names of regular recipients 
of cables. The plaintiffs sought an injunction to restrain the use 


of these cyphers and any other records that Grenville had compiled. 
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Jessel M.R. expressed doubts as to whether 
there could be any secrecy attached to the cyphers in that their 
purpose was to reduce cable charges by omitting complete addresses. 
He then referred to Morison v. Moat and Bie that from that case 

"The Court will always restrain a 

man from publishing or divulging that 

which has been communicated in 

confidence. But this is a totally 

different case. The plaintiffs here 

do not seek to restrain the defendants from 

publishing anything, but from making use of 

knowledge acquired while the relation of 

principal and agent subsisted after that 

relation terminated. Nor am I aware of any 

authority where this has been done in the 

absence of a contract express or implied." 

Although Jessel M.R. refused to issue an injunction 
the juxtaposition of a broad interpretation of Morison v. Moat with 
the reference to nothing being done in the absence of contract tended 
to permit a further gloss in later cases. The gloss was that anything 


learnt in confidence could, by an implied contract, be restricted in 


use. 


A continuation of this trend of broadening the 
previous authorities is to be found in Merryweather v. Mewes ven 
The defendant had worked as a clerk for the plaintiffs, a firm of 
engine makers. Two days before leaving to work for another firm 


engaged in the same industry the defendant had compiled a table of 
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dimensions of the various fire engines made by the plaintiffs. 
This was done without the knowledge or authority of the 
plaintiffs and was done when the defendant knew that he was 


leaving in two days. 
On considering these facts Kekewich J. said: 


"(the defendant) must be taken, whatever 
he says, to have intended to use them for 
his own purposes. Was it lawful for him 
to do that? Is it right that he should 
retain these materials? If he can carry 
them in his head no one can prevent his 
doing that and making use of them. But 
the question is, is not this an abuse of 
the confidence necessarily existing between 
him and his employers - a confidence arising 
out of the mere fact of employment, the 
confidence being shortly this, that the 
servant shall not use, except for the purposes 
of service, the opportunities which that 55 
service gives him of gaining information?" 


Kekewich J. concluded that his answer to this 
question must be "'no'' as he regarded an abuse of confidence was 
evidenced by the tables being compiled when "it is idle to say 


that it was done for any purpose that could be the slightest 


advantage to the employers". 


5 ; 
Kekewich J. further observed i that it may at times 
be permissible to take notes and use them elsewhere - copying of the 
precedents of a conveyanceror barrister were mentioned as examples. 


Therefore, circumstances could vary in different professions and trades. 
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If all the matters viewed as relevant by 
Kekewich J. are taken into account the ratio of the decision 
could be expressed in the following narrow terms: Unless there 
is an authority express or implied to do so an employee is not to 
make a recording of confidential information of his employer that 
is not made towards the service of his employer and should he do 
so an injunction may be made to restrain the outside use of the 


recorded information. 


Put in these terms, the case is analogous to that 
SL svovatt Vv. Winyard?” where the information was gained in an 
unauthorised, surreptitious fashion. Because it involved the 
unauthorised duplication of material, it is analogous to the de 
facto copyright case of Prince Albert v. Strange, a case that is 
referred to in the judgment. What the decision does not stand for, 
despite the suggestion to the contrary that is implied in the headnote, 
is that an employee is not permitted to gain information from his 
employer and use it other than in the employer's service. The dicta 
with respect to an employee being able to use information carried in 
his head (supra) indicates that gaining of information should be 
limited to gaining it by reproducing it or, possibly physically 


carrying it away. 


The case of Robb v. Green?rs had similar facts to 


Merryweather v. Moore. The employee secretly made an unauthorised 
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copy from the employer's order-book of names and addresses of 
customers. These customers were regular purchasers of pheasant 
eggs and live pheasants and were rarely visited as they were 
spread over England, Scotland and Wales. The object of the 
employee in making this copy of customers was so that he could 
solicit them for business when he went into business on his own 
behalf and this object was followed when he terminated his 
service with his employer. ‘The employer brought action seeking 
damages and an injunction refraining soliciting his customers 


further. 


The plaintiff succeeded in gaining damages and 
an injunction before Hawkins J. and the defendant appealed to the 
Court of Appeal. In affirming the judgment of the lower court, 
the members of the Court of Appeal expressed themselves in broad 
terms stating that it was an implied term of employment in a 
confidential position that an employee was bound to exercise good 
faith. The copying of the customer list was held to be a breach of 
this implied term. There are no specific statements in the Court of 
Appeal judgments indicating the scope of duty of good faith. In this 


regard, the decision of Hawkins J. has greater interest. 


Hawkins J. considered the argument put by defence 
counsel that unless restrained by contract (there was no specific 


constraint in this instance) a servant may lawfully set up in the same 
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line of business as his late master in the same locality. 

Hawkins J. remaeede un 
"(it was also argued that a servant) 
may, without fear of legal consequences, 
canvass for the custom of his late 
master's customers, whose names and 
addresses he has learned, bona fide 
accidentally, during the period of his 
service. I do not suppose that anybody, 
with any knowledge of the law, would 
seriously contend to the contrary." 


An extension of the above argument was made by 
the counsel for the defendant which, in a reverse form, gained 
significance in later cases. It was urged that if it was permissible 
to solicit customers whose names had been remembered, then there 
should be no impediment to recording the names of customers as well. 
This extension was flatly rejected by Hawkins J. who pointed to the 
duty owed to the master during service which would be deliberately 
breached if a copy of names was to be made whilst obligated to 
serve the master. In making this distinction note was taken of the 
decision of Lord Kenyon in Nichol v. Martyn>>° where a traveller for 
a merchant had told customers during his last round that he was 
about to set up on his own and would welcome business after his 
service with the merchant terminated. Lord Kenyon had found that 
the request for business had been prospective only with orders being 
taken for the traveller's master in the usual way and hence held 
that no injunction should be issued as the master's trade was still 


being served at the time. Hawkins J. regarded the decision as being 
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near the dividing line of what constituted a breach of faith, 
but saw the deliberate copying of customers’ names in the case 


before him as being beyond the line. 


Whilst there had been use of broad terms relating 
to "confidence", "good faith" and "trust" in the decisions outlined 
up to this point, there had been little specific comment on. the 
scope of the terms. This had generally been unnecessary due to 
the activities in question being acts carried out during the 
employment without them being connected with the service of the 
employer. Some specific comments were made in the case of Louis v. 

55f 


Smellie by Kekewich J. which tended to carry the law into 


previously unchartered territory. 


The plaintiff carried on business as a process 
server under the refreshing title of "Flowerdew & Co." The defendant 
entered the plaintiff's service as a lad employed first as a clerk 
and then as a process server until he terminated the employment and 
started a similar business under the contrasting title of ''Smellie 
& Co."" The plaintiff brought action against the defendant seeking 
damages and an injunction alleged that the defendant had taken 
advantage of his employment to secretly make, for his own purposes, 


extracts from the plaintiff's register of agents and copies of the 


plaintiff's forms. 
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The decision of Kekewich J. is puzzling. He 


55g 


mentions Robb v. Green and Lamb v. vata and remarking that 


the doctrines of the court are made clear in those authorities, 


he ditavearet 


"Tt is sufficient to say by way of 
summary that no servant or pupil is 
allowed to use the industry or skill 

of his master further or otherwise 

than is provided by the express or implied 
terms of the bargain between them. This 
statement avoids any distinction between 
the use by copying or the like, or by an 
effort of memory. And it is the logical 
result of the doctrine that no such 
distinction exists. Are the register and 
index of agents, and are the forms 
employed by the plaintiff works of skill 
and industry deserving protection? 
Speaking generally, and without reference 
for the moment to any particular document, 
and independently of course of copyright, 
I entertain no doubt that they are all of 
this character." 


These remarks on the use of memory stand in 
contrast to the very opposite statement that Kekewich J. himself 
made in Merryweather v. Moore>>! (a case he does not mention) 
just three years earlier. Furthermore, the lack of distinction 
between copying and memory that His Lordship finds amount to an 
acceptance of the argument that the defence was pressing for the 


opposite purpose in Robb v. Green, an argument that had been 


rejected by Hawkins J. 
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After breaking new ground, however, Kekewich 
J. went back on himself to a fair extent by stating that the 
defendant was entitled to compete with the plaintiff and that 
no fault would be found if, through experience with the 
plaintiff, the defendant remembered a reliable agent and 
appointed him. This line of reasoning led Kekewich J. to the 
conclusion that whilst he thought that names of agents may have 
been wrongfully taken from the plaintiff's register he did not 
see his way clear to restrain the defendant from using the same 
agents as the plaintiff. He also thought that the use of forms 
did not merit separate attention and concluded by awarding nominal 


damages only. The defendant appealed to the Court of Wp plane 


The judgments of the members of the Court of 
Appeal did not directly refer to the broad dicta of Kekewich J. 
This was because it was found that the defendant was an untrust- 
worthy witness who had perjured himself in several instances which 
therefore led to a conclusion of fact that a good deal more in the 
shape of extracts from the plaintiff's register had been taken by 
the defendant than he admitted. The members of the Court of Appeal 
noted that there was no covenant in the employment agreement against 
the defendant competing with the plaintiff and hence mentioned that 
care had to be taken to avoid giving a result equivalent to enforcing 
such a covenant. On this basis Lindley L.J. ruled that the 


plaintiff was entitled to an injunction restraining the defendant 


99 (1895) jae Reg. 11 TLR. 5155. (1895-9) All ESR. sRep.3875. 
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from using any copies or extracts that he had made of his 

employers register, index memoranda or forms. Lindley L.J. 
concluded by saying that if the defendant happened to remember 

an agent whose address he can find out from the ordinary directories 


he was at liberty to do so. 


Lopes L.J. and Rigby L.J. in separate judgments 
briefly indicated their concurrence with the order of Lindley L.J. 
Although the facts as found by the Court of Appeal led to there 
being no material difference between the case and earlier ones 
where unauthorised notes had been taken a broad statement by Lopes 
L.J. is worthy of note because it tends to cover similar ground 
to that of Kekewich J. and because it is made the basis of the 
headnote found in the Law Times report, a headnote that is repeated 
verbatim in the All England Reprints. After noting that there was 
no covenant preventing the defendant going into competition with 


Bod qhtain tit eiyiapee- ded eaidar 


"But, although he was entitled to 
set up as a rival to the plaintiff 
he was not entitled to use any 
materials or any information which 
had been acquired by him when he was 
in the confidential employ of the 
plaintiff.” 


It is readily apparent that this statement covers 
many circumstances beyond those that were material {n Louis v. 


Smellie. No distinction is made between information acquired as 
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part of an employee's duties and information that may be acquired 
through unauthorised activities. Nor is any account taken of 
information that has become part of the make-up of an employee, 

part of his ordinary knowledge and experience, and other 
information. In fact, due to the way in which the statement is 
expressed, no distinction is made between information that is 
generally known by the public and confidential information. If 
taken at face value the entitlement to set up as a rival is a hollow 
right in that employee would be quite an ineffective rival if he 


was not permitted to use any information he had gained earlier. 


Perhaps there would have been some modification 
of the broader statements made in the above cases if note had been 
taken of the dicta in Leather Cloth Co. v. Torsont’ where some 
attention was given to the public interest in a man being at liberty 
to use his labour, skill or talent. This was considered, albeit 
briefly, in the context of determining the reasonableness of a 
specific covenant against communicating processes of manufacturing 
leather. If the skills of an employee had been more specifically 
contemplated in the above cases the opportunity may have been taken 


to indicate the type of information that could be used by an ex-employee. 


None of the cases discussed to this point involved 
specific covenants prohibiting use of information or material 


acquired from another party. It would seem open to a person in 


39M (1869) L.R. 9 Eq. 345, 354 
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possession of information or material that he did not wish to 
have used other than for his own purposes to avoid any of the 
doubts that could arise through reliance on terms implied by 

the courts by extracting specific covenants from the persons 

with whom he contracted. These covenants could be drafted to 
prohibit use of information or material for purposes other than 
carrying out the contract. More drastically, they could prohibit 
any later competition. The problem that would arise with such 
covenants would be that they might be susceptible to being struck 


down as being in restraint of trade. 


The development of the common law doctrine 
against restraint of trade will now be examined with the accent 


being placed on its affect on the law of trade secrets. 


4. Early Development of the Law of Contracts in Restraint of Trade. 


The well known case of Nordenfelt v. Maxim 
; gre Oy As 
Nordenfelt Guns and Ammunition Company, Limited is the usual 
starting point for standard contract texts on the law respecting 
contracts in restraint of trade. In that case Lord Macnaghten laid 
down what was regarded until recently as the "modern" approach to 


such contracts: 


"The true view at the present time I 
think is this: the public have an 
interest in every person's carrying 

on his trade freely: so has the 
individual. All interference with 
individual liberty of action in trading 


5611894] A.C. 535 
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and all restraints of trade of 
themselves, if there is nothing 

more, are contrary to public policy, 

and therefore void. That is the 

general rule. But there are 

exceptions: restraints of trade and 
interference with individual liberty 

of action may be justified by the 

special circumstances of a particular 
case. It is a sufficient justification, 
and indeed it is the only justification, 
if the restriction is reasonable - 

that is, in reference to the interests of 
the parties concerned and reasonable in 
reference to the interests of the public, 
so framed and so guarded as to afford 
adequate protection to the party in whose 
favour it is imposed, while at the same 
time it is in no way injurious to the public. 
That I think, is the fair result of all 
the authorities." 


This statement has a semblance of clarity that 
can mislead. The problems of interpretation do not arise so much 
from difficulties in applying a ''reasonableness" test, a test well 
known in various areas of the law, but in becoming appraised of the 
interests that may merit consideration in determining reasonableness. 
Before Lord Macnaghten delivered his judgment traditions that had 
almost gained the status of rules of law had been developed on the 
matters that could be taken into account and these traditions 


tended to carry on after the Nordenfelt case. 


The members of the House of Lords in Nordenfelt 
virtually congratulated themselves in making a decision that took 
into account the manner in which communication and mobility had 


increased since earlier times. With the wisdom of hindsight, however, 
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the decision is far from forward-looking in policy terms. 
Although often based on different grounds the attitudes to 
regulating commerce and striking out fetters in competition in 
the time of Queen Elizabeth I had much more in common with those 
prevailing in the time of Queen Elizabeth II than the Victorian 
version. There had been an extended period of whittling away of 
the seventeenth and early eighteenth century stance on restraint 
of trade by the laissez-faire approach and Its related notion of 
sanctity of contract during the late eighteenth centry and the 
whole nineteenth centry. The Nordenfelt decision in effect 
entrenched the laissez-faire attitude despite the use of the 


normally flexible "reasonableness" criteria. 


The House of Lords in the Nordenfelt case did 
not strike out a restraint of trade. To the contrary, new ground 
was broken in that a world-wide restraint was upheld. Although 
often villified the generally accepted rule prior to Nordenfelt was 
that a distinction had to be made between a partial (i.e. limited) 
restraint and a general restraint: a general restraint was always 
void whereas a partial restraint could be justified. Quite clearly 
the artificial nature of the distinction had become apparant and 
some reassessment was due. In making the reassessment, however, there 
was not a return to the initial considerations that had led to the 


distinction being made in the first place. 
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The source of the partial restraint as against 
58 

general restraint distinction was Mitchel v. Reynolds where 
Lord Macclesfield (Parker C.J. as he then was) gathered the 
authorities and by setting himself an elaborate series of questions 
and answers canvassed the policy issues involved in restraints of 
trade. His reasoning is worthy of examination in some detail as a 
background to the significant changes that occurred over the years 


through subtle shifts in emphasis. 


Lord Macclesfield considered all nature of 
restraints and grouped them initially as involuntary restraints, 
that is, restraints in which the ordinary individual had no say and 
voluntary restraints. In the area of voluntary constraints only 
"yarticular" restraints, that is, restraints relating to limited 
places or persons, were held to be justifiable. A particular 
restraint could not be good, however, unless it was with "just 
reason and consiteraciont” and, as had been mentioned earlier in 
6 
the judgment consideration needed to be "good and adequate." s 
Abuses that Lord Macclesfield saw as being likely except for such 

6 
a rule was that 

"corporations who are perpetually 

labouring for exclusive advantages in 

trade, and to reduce it into as few hands 

as possible; as likewise from masters, 


who are apt to give their apprentices 
much vexation on this account, and to use 


ap (1711) 1 P. Wms. 181; 24 E.R. 347 


2 Ci7at) IP. iWme:., 281, 187 


60 Thia. p. 186 


61 Thid. n.190 
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many indirect practices to procure 

such bonds from them, lest they 

should prejudice them in their custom 
when they come to set up for themselves." 


On the other side it was thought that restraints 
62 

could find favour where 

"they may be useful and beneficial, 

as to prevent a town from being 

overstocked with any particular trade; 

or in case of an old man, who finding 

himself under such circumstances, either 

of body or mind, as that he is likely to 

be a loser by continuing his trade, in 

this case it will be better for him to 

part with it for a consideration, that by 

selling his custom he may procure to 

himself a livelihood which he might 

probably have lost by trading longer." 

Lord Macclesfield saw dangers in rejecting 
restraints altogether because this would involve setting aside a 
man's own agreement through fear that there may be some injury 


to him when clearly there would be damage to the other if a 


restraint was not upheld. 


In total Lord Macclesfield takes into account: 
liberty of the individual to carry out his trade, viewed as being 
of importance for the individual and because the public interest 
was against idleness; the need to avoid where posstble the evils 
of monopoly; the advantages that could accrue through persons 


moving from their trades and the desirability of permitting restraints 
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that were not injurious and oppressive and were demonstrated 


to be such from the good consideration provided. 


It was on these grounds that the conclusion 
was reached that a general restraint could never be good. If a 
restraint was general it would provide a complete monopoly and 
that was against the policy of ibe aa Next, it was thought that 
a general restraint would fix a certain loss on one side without 


there being any benefit to the other. 


It was on this last point that the House of 
Lords in the Nordenfelt case disagreed. The change tn 
communications and transport since the time of Mitchel v. Reynolds 
had brought about the situation that there could be a detriment to 


a covenantee unless there was a general restraint. 


There was another ground, however, that Lord 
Macclesfield regarded as significant in ruling that a general 
restraint must be bad. This ground appears to have been completely 
overlooked in later cases as changes in permitted remedies took 
place, but it does seem to go a long way in explaining the reason 
for making a distinction between general and particular restraints. 
The ground related to the bond that was involved in Mitchel v. 
Reynolds. Bonds were often executed in support of a restraint 


before and after. this case. 


= Ibid. p.187. Lord Macclesfield makes an assessment here that 
would not survive modern analysis. In the course of his judgment 
he makes a distinction between a monopoly in a limited (but 
significant) area - undesirable yet open to justification - and a 
complete monopoly. This seems to be based on the idea that patents 
of invention give a complete monopoly and under the Statute of 
Monopolies these are the only monopolies permitted. 


| | pon mY vies as 
i cel ana eit tend abauo'xg antes no paw a 


hs, 


p OT .boog ed 7eyan, bined yalwnapey ‘execu % eds» 
fave {ogora agatqmen a sbivorg bined pk Lasbrag ome 3a 
rartt lied aay at Se ca wae 30 eatiag: 982 vag 
juotsiw abie ono ae pes inane a ae hroow sabesieen | 
HK) Eicon mae ! | 


* a) 


to: aay il atts, tat) ad aug ehis ag, wan a 
| al cnet al | hopin idee eer) old a ’ 
abiynyais wv Yada Ne were ad wonks jaaqaners bas, esto. ast wt os 


od, Saat rie, & ed bIg69 eaeitt sasio aobipua pa mes pe Ose OF 


oe 4 pr Wee : . 
tnieasper tereiod 4 enw wert sition . +8 


re. @ 4 
SS ‘. an 7 


‘Bod, tod hse ee ineioi on, sea ame sy eal 

| [szeneg & 2ed3 soaton ny. inant lagte ee beabregex ueDeeoat fl 
vie tet qr nsed avs oF ereeqaa, baverg abet vhiad 2d. Jeane jalexiges — 

food netboman hing) Leneag ‘GE “wegnneto ae eadtns votal ak a 

noma of? ynbaladaxs la qow Boor & Op ot mae amb JT Sich’ ‘aatilg 

_ eonleitedt aad ira bt xb bra fmersy asouded petgsalte tb a paige ae 

-¥ forsee i Seishones now url Bnioit ant oF betetng bawoxrg oat 

tifetiesx & Ao" ouqre iti beaupen anya ave shes sae Mi 

1889" ‘aes “seats bre: srolsd = 


4 + - 
cos 6 1 


brad Steg bran 
) awhvaire toy binow | 


isa ‘stad, pills acliee: te ‘ethim statte 
Jramabel seh do s#1UOE> of) cl levine 4 
pengert 6 nt Wedonot s asowded te 
chaos — (oo Rie djstaut (os besa tay err 2 
asq ‘esis abl ad ee. im 
to sou re 
— — 


vf 
Lf 
‘ 


jon 
mt 
i 
3 


At common law in the early seventeenth century, 
the whole bond could be recovered for a breach of covenant. A 
problem that was just beginning to emerge was the question of 
whether a bond could be exacted in the way of a penalty without 
demonstrating any actual damage. Whilst a penalty was permitted, 
there were some constraints placed on the situations in which it 
would apply and it was through bringing about a compatability of 
the restraint of trade rules with the normal approach to bonds 
that assisted Lord Macclesfield in coming to his conclusions. 
For a penalty, consideration was essential and there was a need to 
show that injury would take place if the covenant was breached, 
as without damage no penalty was appropriate. The example that 
Lord Macclesfield borrows from a much noted comment of Judge Hull 
(2 Hen V. fo. 5) highlights the type of situation that was to be 
ate iteder 


"for suppose...a poor weaver, having 

just met with a great loss, should, 

in a fit of passion and concern, be 
exclaiming against his trade, and 

declare that he would not follow it 

any more, etc., at which instant, some 
designing fellow should work him up to 
such a pitch, as, for a trifling matter, 
to give a bond not to work at I[t again, 
and afterwards, when the necess{ties of 
his family and the cries of his children 
send him to the loom should take 

advantage of the forfeiture, and put 

the bond in suit; I must own, I think 
this such a piece of villainy, as is 

hard. to®find*acname, for... ~Surelyeit 

is not fitting that such unreasonable 
mischievous contracts should be countenanced, 
much less executed by a Court of Justice." 
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This nice piece of melodrama indicates a 
rejection of arrangements where a sum may become due to a party 
who otherwise had no interest in an event. Analogies might be 
made with an insurance policy holder with no insurable interest 
or with an outright gambling contract. It would seem to be the 
rejection on this ground as much as a repugnance to restraint 


of trade that encouraged the comment. 


In a sequence of cases after Mitchel v. Reynolds, 
the various elements that Lord Macclesfield regarded as significant 
were given different functions so that they no longer fitted into 
the framework that Lord Macclesfield had erected. His requirement 
that the covenantee must be open to some injury for breach of a 
covenant was taken up but given quite a different accent. Whereas 
in Mitchel v. Reynolds a covenantee could in no circumstances 
succeed unless there was potential damage that could justify payment 
of the bond the test became one of a covenantee would succeed if he 


could show potential damage. 


The changes that took place over the years in 
remedies made this a peculiar rule. Bonds lost the significance 
attached to them under the common law rules prevailing in 1711. 

At equity, specific performance, or in the restraint of trade fleld 
its negative equivalent, an injunction, would be ordered and the 
bond merely acted as a security. In time, a defendant was not 


6 
permitted to escape an injunction by tendering the bond. : In the 


> Fox v. Scard (1863) 33 Beav. 327; 55 E.R. 394; National Provincial 
Bank of England v. Marshall (1889740) Che D. TZ 
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late nineteenth century, the posting of bonds fell out of fashion 
and, in any event, the distinction that the courts began to make 
between penalties and liquidated damages would have made Lord 


Macclesfield's concern for the possible misuse of bonds quite 


iretio ene soe 


When the courts began to grant injunctions 
exclusively the question of whether a restraint was such as to 
protect the covenantee from potential injury often became an empty 
exercise. Why would a covenantee go to the trouble of gaining 
an injunction unless the covenantor's activities were injuring him? 
The only problem that would arise would be in determining the 
scope of the injunction so that a covenantee did not have to keep 
returning to the court on the one covenant. The willingness of 
courts in many instances to sever any restraints that went beyond 
those activities that could harm the Angadysaee meant that the 
only thing required was aware drafting of covenants that allowed 
ready severance of any embarrassing overreach. This could place a 
covenantee in a position where he could take successful proceedings 


as he saw fit. 


A further change took place after Mitchel v. 
Reynolds that was of great significance. In Mitchel v. Reynolds 
there was heavy accent placed on the issue of consideration. If 
a restraint was to be accepted "good and adequate" consideration 


we For an illuminating note on the change in functions of penalties 


see J.L. Barton "Penalties and Damages" (1976) 92 L.Q.R. 20. 


67 Mallan v. May (1843) 11 M & W 653; 152 E.R. 967 was the first 
significant case where an overwide restraint was separated from a 
valid restraint and severability of invalid aspects took place in 
a host of cases thereafter. Lord Macnaughten recognised severabilit 
in Nordenfelt's case [1894] A.C. 535, 561. 


} 


molilas? to gue 7 baenet to antzv0g os ia 
ay 
alien oF anged eisvag 73 ey ‘nol sae a BA bit s E 
<> 
bya oben évad Stwov saint he rabrugal 


atiup stylod 80 seudle ldbaeog ats 20} ater 
ar anise 
Re ees), 

\ 1 a 


a 
yee Ve wh ivf _ © MM Pp 
ti ip 


wie 

imakt od! tn Inbtg) OF nagod as uiée edstoate | ‘ 
(oun sow Satetzest a s8dtoty To wird ola ¥ 

ote wn: sewed Wae% crate tatstedeg Lio’ wesnkan vor’ 
dai te otdowsr ong ‘pa og adtcaaivod & Ne eth ae ” 
tatd grtuvtet avee @ Latvhips e ' oI ARAITAO ais seatay, aobtonutat 


ht pabelmcecad at ad b tage oaPTe, biwow sata meatdory al 

oaH, 03 nie lon bib aadearenya 5 J3nt OF pabenmutehoe 30 Ve 
bo eeungoliity edt anenpvoo See (nd2 Oue d2009 2? 99 gn 7 
re? ud Anew 2nd, an kevagew yon ‘Teaver at ‘gogneg eet, wale Bh: 29304, ly 
add tad, nee 1 esiiamsiran 8 ets asa blur 944. soto Iv pine, omedla, | 
bsawe | fx Imi aw nears to) gato tots PAVE BEY dAwtepes gmble eee, ™ a 
» sostg biyoo end? ian we Ove ankasexiedae yan Jo sone1evSs ec : 

theoverg Ltyadan ae poled Aleod $d! anede pensive ; ¢ nt sosanneves 

| J \ ad yeeiad ace 


\ , : % 
v Jadot i6 wate goekg Seed agacedls teiaxut A 


ait eayyt © Lado» 30 of ,eomestDingIx ta07y do foe GnbfipbLopye! 
v2 ant tate @haskds ou pune f af! no becelq Sesvoe qreeD Bev eves 


cétaseshivom “aleupobs boy bouy” bel gerar salar ane icierives a 


| 39 
anisicée: 30 @e)3503 sf sgisilo efi ou © oe as sat , 


A Duh SO COOL) “aeyaqe tay sys Woizeh -1,1 soe 


Pye 


eens? vit cow TOR 859 StH 7828 Wawa .v opticl 
Bags Pe cigke HOW THs vINGE CS hese, me ‘ eee: 
‘iD Oe fix: BeSagen biiavat Ip vii) digeagem, eg 3 bilsy « 
» teed & 


Bt htexeooe Le jhogqhe Maps mgeenneh Oral | « 
. f ott GAR? DA Te tentang 


‘ 7 _ : , ee “i 
% é : ~~ L- aa 


le 


130 


was essential in order to counterbalance the detrimental effects 
that could arise through reduction of individual liberty and 
potential for enhancing monopoly positions. ‘The consideration 
element was fully recognised in Young v. Sey where there 

was a contract whereby a brass-founder was to do work exclusively 
for the covenantees. All the members of the Court of Exchequer 
Chamber found fault with the restraint due to the lack of 
obligation placed on the covenantee to provide any work, let alone 
sufficient work for the covenantor. Consideration was the 
principle issue examined by the court with Bayley B. sea 

"If I could find in this agreement any 

obligation on the part of the (covenantees) 

to furnish (the covenantor)with an adequate 
quantity of work, I should say that there 

was adequate consideration; but if there 

is nothing in this agreement to oblige them 

to furnish an adequate quantity of work, 

and especially if it appears probable, from 

the nature of the instrument, that it may 

happen that the (covenantor) might be left 
without sufficient employment by the 
defendants then the consideration in this 
case fails." 

The whole law of contracts was being subjected 
to readjustment in the nineteenth centuryon the issue of 
consideration and the accent given to consideration in Young v. 
Timmins made it stand out from other cases In the contracts 
field. The need for consideration to be treated differently in 


restraint of trade cases because its adequacy or otherwise bore an 


intimate relationship with reasonableness was rejected in Hitchcock 


68 (1831) 1C. & J. 330; ~148 E.R. 1446. 


SP irhids. p. 240. 
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Tindal C.J. in delivering the judgment of 


the Court of Exchequer Chamber referred to the argument 


advanced by the defence on adequacy of consideration. He eatds 


needed was promptly 


C.J. mentioned that 


1D! (BBa)- 6. Ae aS: E- 


at Ibid. .p.456. 


72°4837) 6 A. & 


"Undoubtedly in most, if not all, 

the decided cases, the Judges, in 
delivering their opinion that the 
agreement in the particular instance 
before them was a valid agreement, 

and the restriction reasonable, have 

used the expression, that such agreement 
appeared. to have been made on an adequate 
consideration, and seem to have thought 
that an adequacy of consideration was 
essential to support a contract in 
restraint of trade. If by that 

expression it is intended, only, that 
there should be a good and valuable 
consideration, such consideration as is 
essential to support any contract not 
under seal, we concur in that opinion.... 
But, if by adequacy of consideration more 
is intended, and that the Court must weigh 
whether the consideration is equal in value 
to that which the party gives up or loses 
by the restraint under which he has placed 
himself, we feel ourselves bound to differ 
from that doctrine....7 [tC is “enough, as 
it appears to us, that there actually is 

a consideration for the bargain; and that 
such consideration is a legal consideration, 
and of some value." 


Any clarification that these words may have 
provided by Archer v. Marsh: when Lord Denman 


judgment in the case had been postponed until 


438: 112 E.R. 167 
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Hitchcock v. Coker had been resolved and that it was now clear 


thats? 


"the parties must act on their view 

of what restraint may be adequate to 

the protection of the one, and what 

advantage a fair compensation for the 

sacrifice made by the other." 

74 
To similar effect, Parke B. stated in Leighton v. Wales 

"The agreement is good if there be a 

sufficient consideration in law to 

support a contract...and it is clear, 

since the case of Hitchcock v. Coker, 

that the Court cannot inquire into the 

extent or adequacy of the consideration." 

The fading of the importance of consideration 
in the restraint of trade area is of even greater significance 
when it is noted that in Hitchcock v. Coker itself the test applied 
on reasonableness of the restraint provided a heavy burden for any 
covenantee. A restraint was unreasonable if it was "larger and 
wider than the protection of the party with whom the contract is 
made can possibly Paquito In applying this test the Court 
could not find accord with the Court of King's Bench that a 
restraint unlimited in time was beyond what could possibly be 
required by a druggist over his assistant. The Court saw the 
possibility that the King's Bench apparently overlooked that the 
druggist may wish to sell his business at some stage and it was 
appropriate that freedom from competition from an assistant could 


be sold as part of the poodwilies 


73 tid. p.967 
74 (1938) 3M. & W. 545, 551; 150 E.R. 1262. 
75 (1837) 6 A. & D. 454 


76 shia. p.455 
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In the light of the shifts in accent that the 
law had been undergoing since Mitchel v. Reynolds it may seem 
that Lord Macnaghten's statement’ ’ in the Nordenfelt case reversed 
the general trend. It may have been capable of doing so if the 
reasonableness with respect to the parties and reasonableness 
with respect to the public interest had been taken at face value 
without the colouring that earlier cases lent it. The sub clause 

"so framed and so guarded as to 

afford adequate protection to the 

party in whose favour it is imposed 

while at the same time it is in no 

way injurious to the public," 
gave the indication that the nineteenth century traditions were 
to continue. Although this qualification could have been applied 
as part of the "reasonableness in the interests of the parties" 
test with only adequate protection being permitted to the 
covenantee it was interpreted in the old pattern: if a restraint 


was needed to protect the covenantee it was reasonable in the 


interests of the parties. 


Furthermore, the public interest considerations 
did not fare well. This was because freedom of contract with an 
obligation to honour one's covenants remained a high public 
interest peaaidecaetou ie Public interest considerations in the 
way of liberty of the subject were overlooked - this was because 
liberty, it seemed, received sufficient recognition from freedom 


of contract. The public interest in promoting competition also 


ul Supra note 57 


‘ See Lord Watson in Nordenfelt [1894] A.C. 555 who gave higher weight 
to "common honesty in private transactions" than the "stern" forbidding 


of restraint of trade. 
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received scant ecent tones | Any possibility of making a 

proper review of such matters was, in any event, given an 

early setback by the ruling that reasonableness depended on 

the construction of a contract and its legal effect, a question 
which a court alone could resolve thus making opinions of 


witnesses out of piace 


Another issue that significantly tae ee 
the impact of Lord Macnaghten's statement was the burden of proof. 
One might suppose that Lord Macnaghten indicated that contracts 
in restraint of trade were prima facie void and would have to be 
justified by the party seeking to have a covenant enforced. This 
was not to be the case, however, in that in later cases the 
burden with respect to the public interest factors was clearly 


placed on the covenantor. As the Privy Council stated in A.G. of 


the Commonwealth of Australia v. Adelaide Steamship Co. Ltd, 


"the onus of showing that any 
contract is calculated to produce 

a monopoly or enhance prices to 

an unreasonable extent will lie 

on the party alleging it, and that 
if once the Court is satisfied that 
the restraint is reasonable as 
between the peste this onus will 
be no light one.""8 


i In A.G. of the Comm. of Australia v. Adelaide Steamship Co. Ltd. 


[1913] A.C. 781, 795. This ground alone was noted to have never 
been successfully argued. 


80 Haynes v. Doman [1899] 2 Ch.D. 13, 24 per Lindley M.R. and Dowden 


v. Pook [1904] 1 K.B. 45. 
81 11913] A.c. 781, 796 


Be To similar effect, Herbert Morris Ltd. v. Saxelby [1916] A.C. 688 
per Lord Atkinson at 700.and Lord Parker reasserts his statement 


of Adelaide Steamships at 708. : 
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The burden was indeed 
account was also taken of the refusal of the courts to accept 
expert witnesses on the matter and the "legal" question of 
public interest had a strong bias towards honouring private 
transactions. Accordingly, it is not very surprising to note 
that except for an unusual fact situation that arose in one 

83 
instance there were no cases in which a restraint found 


reasonable in the interests of the parties was held void through 


being against the public interest. 


There was partial mitigation of this, however, 
due to the manner in which de facto public interest considerations 
could be taken into account in determining reasonableness in the 
interests of the parties. If it was truly the case that 
consideration would not be investigated and freedom of contract 
was assumed then the courts would not have made the distinction 
that they did make between restraints arising [{n employer-employee 
relationships and restraints to do with the sale of a business. 
This was done by making distinctions between what was eligible 
for protection in the covenantee's interests depending on the 
nature of the contract. It was also done by giving recognition to 
the fact that there may be more freedom of contract in some 
circumstances than others. This factor could be assimilated by 
a narrowing of interests eligible for protection in the test of the 


reasonableness of the restraint. 


? Kores Manufacturing Co. Ltd. v. Kolok Manufacturing Co. Itd. 
[1959] Ch. D. 108 
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With respect to confidential information 
and trade secrets the narrowing of interests that a covenantee 
could legitimately protect had an impact. The earlier situation 
is reflected in Mallan v. Mara An agreement between a dentist 
and his assistant contained a covenant that the assistant would 
not practice anywhere in London (and other places) after 
terminating the employment. No time limit was placed on the 
restraint. After severing the places other than London from the 
restraint, it was upheld as reasonable. Parke B. noted that it 
was quite acceptable in the sale of a business to have the 


goodwill protected by a restraint and contented sa 


"And such is the class of cases of 

much more frequent occurrence, and 

to which the present case belongs, 

of a tradesman, manufacturer, or 
professional man, taking a servant or 
clerk into his service, with a contract 
that he will not carry on the same trade 
or profession within certain limits.... 

In such a case the public derives an 
advantage in the unrestrained choice 
which such a stipulation gives to the 
employer of able assistants, and the 
security it affords that the master 

will not withhold from the servant 
instruction in the secrets of his trade, 
and the communication of his own skill 

and experience, from fear of his after- 
wards having a rival in the same business.... 
In the present case...the defendant was to 
be instructed in a business requiring skill 
and intelligence, and upon the principles 
above laid down, the contract not to 
exercise the same business, within certain 
reasonable limits, was not invalid." 


eg (1863) 14. Ma & Wee 6533) 153 °R- Re 967. 
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Similarly, in Mumford v. Gething a 


restraint placed on a traveller for a merchant to refrain from 
travelling in the same area as his employer for anyone else 


after termination of the employment was held to be reasonable. 


Erle ‘C.J. pueerved’ | 


"Tf the law discouraged such agreements 
as these, employers would be extremely 
scrupulous as to engaging servants ina 
confidential capacity, seeing that they 
would incur the risk of their taking 
advantage of the knowledge they acquired 
of their customers and their mode of 
conducting business and then transferring 
their services to a rival trader. 


This type of approach continued even after 


the Nordenfelt case when the Court of Appeal in Haynes v. Bowan? 


enforced a restraint on an employee to refrain from aoe ay 
the same kind of business within twenty-five miles of the employer, 
a hardware merchant. There was also a covenant against divulging 
the secrets or mode of conducting business. This led to the case 
being later characterised as a trade secret case®? although nA 
mention of the actual existence of secrets was ee Whilst the 
burden was placed on the defendant to prove that the restraint’), 
went beyond what was reasonably necessary, he was not permitted to 


lead evidence on reasonableness as this was said to be a question of 


law. The only evidence permitted was that showing the general 


86 (1859) 7. c.B. (N.S.) 305; 141 E.R. 834 


Si Tita. p.319 


88 [1899] 2 ch.D. 13 


89 Mason v. Provident Clothing and Supply Co.Ltd. [1913] A.C. 724, 740. 


90 Ibid. p-30 per Rower L.J. 
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nature of the business so that it could be seen "what precautions | 
are required to protect a person carrying on the business from 


injury by a person leaving his orice; 


In Haynes v. Doman all accent was placed on 
the employer's interests with no reflection made on the limited 
choice that the employee had in the matter. The facts, as stated 
by Lindley M.R., reveal that the defendant had worked for a rival 
merchant before joining the plaintiff and he had changed employment 
because his father, who already worked with the plaintiff, had been 
told his employment would be terminated if his son continued his 
contact with the rival. These circumstances drew no comment from 


the Court. 


The effect of the above cases was to give the 
same treatment to the covenantees' interests whether he gained 
the protection of a restraint through being an employer of a 
person who may be of value to a rival or gained it through being 
the purchaser of a business. The connection was specifically 
stated in Mallan v. Many. 1 The protection granted was protection 
from competition per se. No note is taken in the judgments in 
Haynes v. Doman of the "labour, skill or talent" of an employee 
that is mentioned in Leather Cloth Co. v. Lorsont”> as qualities 


that should be taken into account in determining the reasonableness 


Of a restraint. 


91 ibid. p.24 per Lindley M.R. 


a Supra note 84. 


22>, (1869) L.R. 9 Eq. 345, 353 
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The general theme may have continued but 
a distinct change of emphasis occurred when the House of Lords 
had an opportunity of considering a restraint on an employee in 
Mason v. Provident Clothing and Supply Co. es Lord Shaw saw 
the double effect of permitting an overwide restraint [n that [t 
could become "a means of coercing and punishing the workman and 
putting him under a tyrannous and, therefore, a legally indefensible 
ee ees A similar comment was made by Lord Moulton who saw 
the wide restraint as "a penal rather than a protective covenant.. 
(designed)... to paralyse the earning capabilities of the man if 


and when he left their eid delice 


In contrast with the earlier cases where an 
employer, by showing he had some interests to protect, was permitted 
protection of all his interests the House of lords required far 
greater specificity in a restraint. [It was suggested that it may 
have been reasonable to restrain the canvasser-employee from 
canvassing for someone other than his employer the customers that 
he had dealt with during the emotaynen a and such a restraint 
should only be for a reasonable interval, sufficient to permit 


9 
the employer time to establish another employee in the position. 


Marrs)" LCL Fz4 
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7 Ibid. per Viscount Haldane 734, per Lord Shaw 741; 


A Ibid. per Lord Moulton 743. 
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The point that clearly emerges is that when considering 
the reasonableness of a restraint it should be examined from 
the point of view of allowing no more than what is reasonably 
necessary for the covenantee rather than from the view of what 
the covenantee may find desirable. Furthermore, Lord Moulton, 
in rejecting the suggestion that any overwide aspects of the 
restraint should be severed stated that this would only be done 
if the excess was clearly severable and only of a trivial importance 
and not a part of the main purport and substance of the restraint. 
99 

He observed 

"Tt must be remembered that) the 

real sanction at the back of these 

covenants is the terror and expense 

of litigation, in which the servant 

is usually at a great disadvantage, 


in view of the longer purse of his 
master." 


An argument that had been pressed on behalf 
of the employer was that the employee had acquired information 
and knowledge of the business that should not be available to be 
used against the employer. The nature of the information and 
knowledge was held to not merit such protection. Lord Shaw 
adopted a passage from the judgment of Farwell l..J. in Sir W.C. 
Lang & Co. v. ea in which he said that an employee 
cannot be prevented from using the skill and knowledge in his trade 


or profession which he has learned in the course of employment 
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by means of directions or instructions from the employer. 

Lord Shaw stated that trade secrets may merit protection but 

they differed from that part of the equipment which becomes 
101 


part of himself. - He said that one was objective knowledge 


and the other subjective knowledge. 


The type of knowledge acquired by an employee 
that will be immune from a restraint was the matter directly at 
issue in Herbert Morris Ltd. v. daxellby (07 another decision of 
the House of Lords. The facts of the case are set out in detail 
in the report of the decision of Sargent J. in the Court of 
caaneenen The defendant had been employed by the plaintiffs 
first as a draftsman and then as an engineer. The plaintiffs were 
leaders in their line of business which was the manufacture and 
sale of lifting machinery. For the purpose of carrying out their 
business the plaintiff company had prepared many charts, drawings 
and tables that gave strengths of materials, stresses, costing 
details etc. The defendant made regular use of this material during 
the course of his duties. There were two clauses of the defendant's 
employment contract relevant to the case. Under one clause the 
defendant was not to divulge or communicate any "information" which 


he may receive or obtain on the plaintiff's affairs. By the other 


clause he was not to act as principal, agent or servant for a period 


101 4913] A.C. 740. See too Viscount Haldane, 734. 


1021916] AcC. 688 


0351015] 2 Ch.D. 57 
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of seven years after termination of his employment in the 
maninacears or sale of pulley blocks, overhead runways or 
travelling cranes in the United Kingdom or Ireland. After the 
defendant left the plaintiff's service he was unsuccessful in 
gaining an engineering position in the United Kingdom in fields 
outside the plaintiff's activities so he moved to France and 
worked for a firm in the same line of business as the plaintiff. 
France did not suit the defendant so within a year he returned 
to the United Kingdom and because the French firm had placed him 
under a restraint against working for the plaintiff company, he 
commenced work for a rival company. The plaintiff brought action 


under the employment agreement. 


The divulging or using of the information gained 
whilst in the plaintiff's employ was made a central issue. Sargent 


J. laid accent on the following evidence given by Herbert Morris 


for the plaintiff sone es 


"Q: Suppose defendant goes into 
(a rival's) employ and keeps his 
obligation not to communicate? 


A: If he used his knowledge he 
would do us harm, if not, he would 
be no use - this is as to the 
particular things. I object to his 
using as well as to his divulging..." 


and later 


"As...1 want to avofd competition 
as much as possible...I don't mind 
competition in the ordinary course 
of business but do mind it by persons 
who have gained experience with us." 
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Sargent J. arerorised 7 the information 
that the defendant would have retained through memory of the 
plaintiff's operations, charts, etc. as "subjective" rather 
than "objective" information and it was not permissible for the 
plaintiff to protect itself from the use of such information. 
He thought that there were no "trade secrets" as against 


"confidential information" involved in the case. 


The Court of Appeal, by a majority, upheld 


the dismissal of the plaintiff's aeiionitans 


The House of Lords dismissed the plaintiff's 
appeal and in doing so approved the approach adopted by Sargent J. 
The aiearay cards, formulae and documents of the plaintiff were 
categorised as confidential information rather than trade secrets 
and hence any recollection that the defendant may have of them 
was held to be information the defendant was free to Weee | 
A major difficulty that arises in interpreting the Morris v. 
Saxelby decision is that there is no description, let alone 
definition of what constitutes trade secrets. It is clearly stated 
that trade secrets may be the subject of Beocections ” but other 


than a statement by Lord Parker that certain formulae may have come 


close to being a trade boetere” the only indicator given is that a grea 


ou Tetd (pe 69 


10651915} 2 Ch. D. 75 


1071916] A.C. 688; per Lord Atkinson p. 703; per Lord Parker p. 712 


108 id per Lord Atkinson p.702; Pord Parker p./09; Lord Shaw p.714. 
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deal of material, probably prepared at considerable expense, 
was not categorised as trade secrets but as confidential 


information which an employee may absorb and take with him. 


With respect to confidential information an 
exception to the decision in Morris v. Saxelby was indicated 
for different circumstances. It was said that a restraint could 
be placed on an employee using confidential information with 
110 


respect to customers in order to entice them away from an employer. 


Hence personal contacts differed from technical knowledge. 


Although trade secrets could be subject to 
protection a possible limit in this area was seen by Lord Parker. 
After reviewing the nature of the material and concluding that 
none of it constituted a trade secret he aeta 

"Tt would be a point of some 

difficulty whether the possession 

by an employee of a single trade 


secret would justify a restraint as 
wide as that in the present case." 


This comment is a result of Lord Parker's 
development of a theme that he had delivered earlier in his speech 
on the narrower scope of restraint that was permitted in the case 
of a restraint on an employee as against a restraint on a vendor in 
the sale of his business. This was because the goodwill of a 


business is immune from the owner exercising his personal knowledge 


at Ibid per Lord Atkinson p.702; Lord Parker pp.709, 710; Lord 
Shaw p./15. 
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and skill to its detriment and therefore, upon the owner selling 
that goodwill the immunity should carry on to the purchaser. 
He Boia i 

"It is quite different in the case 

of an employer taking such a covenant 

from his employee or apprentice. The 

goodwill of his business is, under the 

conditions in which we live, necessarily 

subject to the competition of all persons 

(including the servant or apprentice) 

who choose to engage in a similar trade. 

The employer in such a case is not 

endeavouring to protect what he has, 

but to gain a special advantage which 

he could not otherwise secure." 

As the material in Morris v. Saxelby was held 
to be other than trade secrets, it would be rash to draw any 
firm conclusion from these remarks, but the strong implication is 
that of the material covered by the general category of confidential 
information and trade secrets, there is much more that can be 
subject to a legitimate restraint in the case of a vendor's sale of 
goodwill than in an employee restraint. In fact, Sargent J. in 
the court below had stated that the material involved in Morris v. 
Saxelby could have been legitimately restrained {f it had been the 
subject of a sale of the business. It flows from this that the 


position where the line can be drawn will in turn depend on how 


rigorous a restraint is placed on an employee. 
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The only restraint of trade case directly 
involving a trade secret before Morris v. Saxelby was Leather 
Cloth Co. v. inept wae That case involved the sale of trade 
secrets and therefore it was bound up in a goodwill issue. The 
passing remarks in Nordenfelt's case on the issue of trade 
secrets were made only in the Court of Appeal and were to the 
sale of trade secrets only. It would therefore seem to be a 
reasonable supposition that the standard required to qualify as 
a trade secret may be higher in the case of an employer wishing 
to exercise a constraint over an employee than in instances where 


a purchaser of a business has a constraint over the vendor. In 


fact, this is but a corollary to what Morris v. Saxelby states 


directly, namely, scope must be given to an employee to use his 
ordinary knowledge and skill, his "subjective" knowledge, in later 


employment. 


The question that is not answered in cases with 
a restraint of trade emphasis before and after Morris v. Saxelby, 
nor answered in Morris v. Saxelby itself is: what are the peculiar 
qualities of a trade secret that distinguish it from the "subjective" 
knowledge of an employee and thus merit protection? The mass of 
information that Herbert Morris Ltd. had assembled no doubt 


required many man hours and much trial and error to produce and 


clearly would have been useful to a competitor. Yet, familiarity 


Pe UTd69y LR. oka. 345. 
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with this information by the employee was held to be 
"subjective" knowledge that could be used elsewhere. What 
magic difference is there in a trade secret that should lead 


to "subjective" knowledge not being open to the same treatment? 


Whatever answers can be supplied for the 
above questions there is a significant point that emerges. It is 
probably a waste of time to search for a universally applicable 
definition of a trade secret. When a sale of a business takes 
place and a restraint is accepted by the vendor, it does not 
matter where the line is drawn between confidential information 
and trade secrets because the vendor should not be permitted to 
use matters within either category in competition with his 
purchaser. A generous interpretation of what constitutes trade 
secrets will not lead to an error in the result. A narrower 
interpretation of what constitutes a trade secret may be appropriate 
when the situation under consideration involves transfer of 
information under an arrangement negotiated at arms length where 
transfer of information is the raison d'etre of the relationship. 
Then the narrowest interpretation of the scope of a trade secret 
is appropriate when an employer-employee relationship is under 


consideration. 


This argument is open to the criticism that 
great uncertainity can emerge from such an approach. The un- 


certainity could lead to the seeming absurdity of the very same 
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piece of information being susceptible to protection as a 
"trade secret" in some instances, but not in others. This 
criticism is well based. In fact, without there being any 
recognition of why it is occurring, that is just what has been 
occurring in case after case with unpredictability being the 
only certainty. There is no way this can be avoided if 
recognition is to be given to an employee's ordinary skill, 


experience and knowledge. 


5. Problems Arising through Intangible Nature of Trade Secrets. 


The lack of consistent policy objectives leads 
to many problems in the trade secret field, some of which have 
already been discussed. There are further problems arising 
through the difficulty of fitting trade secrets into the framework 
of the traditional streams of law due to the intangible and 


fragile nature of trade secrets. 


At various times "theories'' have been put 
forward as supporting the protection of trade secrets. Analogies 
have been made with aspects of property law. Remedies similar to 
those found in the law of torts have at times, been advanced and 


at other times, contract law is used. 


There are difficulties to be found in applying 


property concepts to the mainstream industrial and intellectual 
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property, patents, copyright and design. These difficulties 

are magnified in the case of trade secrets. If there is an 
unauthorised using of material embraced by a patent, copyright 

or design, there are comparatively straight forward remedies 
available to restore matters to an approximation of the status 

quo before the unauthorised using. With trade secrets, however, 
once they have made a full escape through unauthorised use they 
can never be recaptured. As loss of a trade secret represents a 
loss of a competitive advantage that cannot be restored, damages 
will be extraordinarily difficult to calculate, because of the 
multitude of intangibles that go into the make-up of a competitive 
advantage. Accordingly, an injunction, [f ft can be gatned before 
the escape of the secret is complete, will be the most satisfactory 
result and in many instances the only satisfactory result for a 


trade secret holder. 


An injunction against revelation of a secret 
will avoid the near insurmountable problem of dealing with the 
case of a bona fide purchaser for value of trade secret "property" 
which is to be transferred by a vendor who was not authorised to 
do so. Tf an injunction is not gained before the unauthorised 
transfer, some very real inequities can arise if an Injunction is 
granted against the transferee because there is no way that he can 


reasonably cleanse himself of the secret transferred. 
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When there is a situation where the person 
to whom a secret is transferred is not completely unaware of 
the possible origins of the trade secret there are still very 
real problems. As far back as Morison v. Moat! '* it was 
established that the person receiving a trade secret through an 
unauthorised communication of it could have an Injunction made 
against him restraining his use of the secret. In later times 
the tort of inducing a breach of contract (of Lumley v. ee 
origins) has been invoked to justify the issue of an injunction 
against the use of a trade secret by someone who has acquired it 
from an ex-employee of the initial trade secret holder. There 
will be some instances where a restraint will be quite appropriate. 
In Morison v. Moat itself, on the finding on facts, the defendant 
would have been very well aware that his father was bound by the 
partnership agreement to refrain from revealing the secret and 
the matter covered by the secret would have been well known also. 
In some situations, the tort of inducing a breach of contracts 
could be established along traditional lines because the recipient 
of the secret will be aware of the existence of the secret and 
will deliberately design its revelation. There are other frequently 
encountered situations, however, where an allegation of inducing a 
breach of contract should be quite out of place. These are 


situations where a person who has been working in a technically 


nc (1851) "9 Hare 241; 68 E.R. 492. 


115 (1953) 2 E. & B. 216; 118 E.R. 749. 
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advanced area changes employers and, despite the fact that 

new employer and employee alike are anxious to avoid legal 
entanglements, the employee makes use of what is thought to be 
his own expertence and knowledge but, with the wisdom of later 
judicial interpretation, discovers that he has been applying 


trade secrets as well. 


A response that has been advanced to the 
above dilemma is to endow the new employer with constructive 
knowledge that secrets may be revealed to him. Unfortunately, 
this throws the new employer into a further quandry. If he 
made a thorough enquiry on the differences between his operations 
and that of his rival employer to determine the trade secrets 
known by his new employee he will have the trade secrets revealed 
to him and will therefore have to take what steps he can to avoid 
using them. Alternatively, he will use the new employee in fields 
quite distinct from his previous experience with obvious lowering 
of the employee's usefulness. The only other reasonable choices 
available are to refrain from recruiting people with experience 
in the field or make a gentleman's "knock-for-knock" arrangement 
with major competitors. Probably it is from these last two 
practical solutions that choices have been made in many industries 
in that the reports are almost empty of any employee orientated 
trade secret cases between major firms in technologically 
advanced industries. Litigation is almost inevitably restricted 


to action being taken against an ex-employee moving to a position 
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of private consultant or moving to a firm that {[s attempting 


to enter the market. 


There are difficulties in finding 

appropriate analogies to trade secret actions in the fields of 
property, tort, contracts and anomolies in any adaption. The 
major problems arise, however, at the next stage in determining 

a remedy. On the one hand, anything other than an injunction is 
unlikely to lead to satisfaction to a trade secret holder who is 
anxious to retain his secret but on the other hand, an injunction 
is a very clumsy tool to apply in the trade secret area. Very 
pithy comments were made of their lack of suitability by Lord 

116 


Eldon in 1817 and little has changed since those comments 


were made. 


Speed is often a major consideration when a 
trade secret holder fears that unauthorised revelation of his 
secret is about to take place. Therefore, an interlocutory 
injunction will often be sought to minimise the chance of the 
trial being reduced to the status of an autopsy on the secret. 

An interlocutory injunction will tend to inconvenience and 
embarrass a defendant in any field. In the trade secret field 
where an ex-employee is restrained from doing anything in the way 
of using or disclosing the alleged secret the financial 


embarrassment is likely to be very great whilst the trial is being 
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awaited. Probably this is a very material factor in matters 
not proceeding further. A United States commentator on the 
topic has observed that in the great majority of cases, a 
matter will not go to trial if an interlocutory injunction is 
obbatned a | 

Despite the fact that the interlocutory 
injunction proceedings will very often be the first and last 
time that the matter will be in court the matter will, as 
usual for such matters, be decided on the motion only. Hence 
most complicated matters relating to what secrets, if any, may 
be in existence and what knowledge of the employee {s avallable 
for his own use are decided with the minimum of examination. 
These matters would be difficult enough on their own, but the 
difficulties are compounded by the normal practice of plaintiffs 
in avoiding specificity in indicating secrets wherever possible. 
Justification of this practice has been argued by plaintiffs on 
the basis of avoiding revelation to the employee and possibly 


the employee's new employer of trade secrets that are not 


already known. 


There now appears to be growing opposition 
by the courts to broadly stated interlocutory injunctions. This 


has been reflected in some instances by an insistence that better 


ae T. Arnold and B. Durkee "Trial Tactics in Trade Secret Cases" 
in "Protecting Trade Secrets Today", Practising Law Institute 


1973; page 379. 


me Printers & Finishers Ltd. v. Holloway [1965] R.P.L. 239; 
[2964] 32ARLVECR. (731. 
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pabeicularae be supplied to the defendant. In other 
instances interlocutory injunctions have been hetined a0 
or injunctions that have been granted have been set aside 
on appeal on the grounds of being too widely stated and 


lacking in Grecti icity. — 


On questions of the level of detail required 
in particulars and the appropriateness of granting an interlocutory 
injunction, there is necessarily wide scope for the exercise of 
discretion and hence substantive law is laid down infrequently. 

A substantive point did emerge in the recent decision of the House 
of Lords in American Cyanamid Co. v. Ethicon Hintved.<* which, 

if applied generally in trade secret cases could lead to grave 
consequences. The case involved the granting of an interlocutory 
injunction in a patent infringement case, but the House of Lords 
took the opportunity to lay down general guidelines on the 
principles upon which the discretion to grant interlocutory 
injunctions may be based. Lord Diplock, with whom the other Lords 
expressed concurrence, stated that despite the practice that had 


developed over the years, there was no rule requiring the plaintiff 


to establish a prima facie case before the question of the balance 


119 jonn Zink Cow. Ltd.. v.. Wilkinson [1973], R.P.C..717. 


ee Caristrap Corp. v. Cordex (1967) 50 C.P.R. 201 (Ontario High Court) ; 


ae See generally Sulner & Co. A.G. v. Transradio Ltd. [1967] R.P.C. 329; 


Technograph Printed Circuits v. Chalwyn Ltd. [19674 R.P2¢. 339; 
Corica v. Ragen 140 F (2d.) 496 (1944) - a case ahead of its time 
that is now being remembered; E.W. Bliss v. Struthers—Dunn Inc. 


408 F (2d.) 1108 (1969). 


ree [1975] 22W.L.R. 316; [1975] 91 All E.R. 504. 
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of convenience in granting or refusing the injunction was 
considered. As long as the claim did not appear to be 
frivolous or vexatious the only question was that of balance of 
convenience. The House of Lords went on to restore the order 


granting the injunction that the Court of Appeal had set aside. 


In trade secret cases, due to the fragile 
character of a secret, the balance of convenience will almost 
always be found to be in favour of granting an injunction. 

The plaintiff is very likely to be in the financial position to 
post damages as security lest they be later due because the 
interlocutory injunction is shown to have been unwarranted. On 
"balance of convenience" assessment the potential financial 
embarrassment to the defendant has normally been given low 


priority. 


Possibly there will be some restrictions 
placed on the broad scope of the decision in American Cyanamid. 
The Court of Appeal in Fellowes v. hibnecese had to follow the 
ruling but this was not without Lord Denning expressing strong 
criticism of the case and pointing to its inconsistency with 
the House of Lords decision in Stratford v. Pinciegees where 
there is dicta stating that a prima facie case must be established 


before an interlocutory injunction will be ordered. Certainly 


in the recent past, applications for injunctions have been refused 


23 41975) 2 All EB. Rs 829 


ie [1965] A.C. 269; [1964] 3 All E.R. 102. 
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where a prima facie case has not been established - vide 


United Sterling Corp. Ltd. v. Felton and Mazdank’ a? sh ELEY 
Foods Ltd. v. Chomskt , 176 Diamond Stylus Co. Ltd. v. Bauden 


Precision Diamonds Pedeas 


Another problem arising from the peculiar 
character of trade secrets is that a defendant ex-employee is 
likely to be severely hampered in the preparation of his case 
when an interlocutory injunction is made against him. This is 
because the order will probably restrain him from disclosing 
any secrets. He may run a real risk of being in contempt and 
therefore wrong-footed to an even greater extent if, in attempting 
to prepare his case, he discloses what may later be categorised as 
trade secrets. On occasions when the ex-employee has joined 
another employer an injunction may be made against the employer 
discussing secret information with the employee. This can have 
the effect of virtually crippling the defence. The new employer 
may have the technical and financial resources to mount a proper 
defence that denies that there are any trade secrets being used 
by the plaintiff. These resources will be of little aid if 
information is not made available through particulars being 
supplied in some detail and the ex-employee heing available to 


discuss what he knew of the plaintiff's operations. 


125 11974] R:P.C. 162 


we (1973) 946. P.R.e(2d.) I. 


127 [1973] R.P.C. 67C. 


in 


“ably = bodlatrdaabe! nod ton a i 


tat hetgng outa nos} naletts eadorg soso 


et o oleae Japhnoteb & sait9 at eorsea abast 2 3 4 
sas) wid Jo moltexeaerd, an? a boxsqnadt ylonswse ot of, an ” 
gt aidt etd Jenks qm. sham es eotssmatat wretuoolieaak eel 
gatsatrexb o'nt nh nipxiaat eaadoug Ite aab10 ‘ot . 
Bim tqmerioo mh rye 0 debs “Inet & ‘oe nar oH stele 


‘I 
gris guns ie al oth cilia esdaay | nevs a of basoat-gnd | 


es Leelvogesas od yosnt am dare svaoloeh aa «08 esi ey? 
beriter ‘aad! eseetqhs—ye ods aor saatenads nd a 


sayolqms 332 seatoge bbs ad Yee , poisonutat <@5 weyol gam 
avid mac abst aero gins ond Arve ream oy 7et998. guteauoeth 
180 Lepeana wag eff, _ eame tah ens garlegtes witausnty te anette ona 
ragowy tavag af RosmuDeoR etoana? bas Ee kasi agi} aver eat 
bere gated eisansz sbaxa Xn ate reds and sean, jogs. ssnaieh 
It bie ¢issis to. “a [hw seswokss seat Baomkata odd yd i 
_gnasd axe iyotmeg iagpirmns sldol Save shea ha at motsanio ik | 
6) oidolteve sent ail werccolnmmnnng oi bap ‘Lanta anne mt boliqaue ae 
-anorap: ay @ Ria a ont *o, wo. i task eauoath 


ro 


bis : ’ 1 i eo 


acy e 


$e v7.9 [ONEL 
a. ss ane e cesen) 


iz ; cba ’ 3 en yar 

: i*) a ty. es : es cad aS ; i 
; ; 4 r yy ry io s i AD 5) 

’ J rae: ‘~. ee ® x ) ff uN . a ; av ql 
) 9 em? ——— ’ ‘ 7 ¥ ¥ (Co ey b d is) 7 Bie : 


207 


An additional complication in resolving 
matters fairly is likely to arise if a defendant claims that 
he is not making use of the plaintiff's trade secrets - the 
existence of which, in any event, is denied - but is conducting 
his processes with his own trade secrets. The skirmish which 
is then likely to take place with inspections and detailed 
particulars being denied by two parties will tend to worsen the 
position of an ex-employee who claims that he wishes to use only 
his own skill and knowledge. The case of Terrapin Ltd. v. 
Tecton Structures ceaata provides an illustration of the 
problems that can arise when alleged secrets are held by two 
contestants. The order made at lower level was the subject of 
an unsuccessful appeal by the plaintiff who claimed that 
independent experts would not be capable of making a reasonable 


assessment and that the plaintiff should be permitted to make 


his own inspection. 


Following the interlocutory injunction stage 
a permanent injunction may be sought and gained. This gives rise 
to another problem related to the peculfarities of trade secrets. 
It may be satisfactory to award a permanent injunction to refrain 
from infringing a patent because the "permanency" will last only 
for the residue of the term of the patent. With a trade secret 


there is no clear time limit and a permanent injunction will be 


iz (1967) 59 W.W.R. 374 (Brit. Col. Supreme Court); (1968) 64 


W.W.R. 129; (1969) 39 Fox P.C. 38 (Brit. Col. Court of Appeal). 
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truly permanent. This could not be justified in restraint of 
trade terms because normally a reasonable time limit must be 
stipulated. It can find even less justification when a 
"springboard" test is invoked to give a trade secret categoris- 
ation to comparatively pedestrian technological information 
which will be part of common knowledge in the industry within 

a few years. At times, courts have recognised this factor and 
ordered an injunction for only until such time as the secret 


remains a eer An interesting example of this is to be 


found in Hampton v. Blair Manufacturing Coa. where it was held 
that the defendant would have taken less time to work out the 
secret for himself than the time that the case had taken to come 
onto trial and therefore concluded that an injunction was no 
longer appropriate. Awareness of the limited life of a trade 
secret is far from universal, however, and the courts frequently 
aware permanent injunctions seemingly without considering the 


merits of a lesser period. 


6. Future Common Law Developments in Trade Secret Law. 


With respect to express and implied conditions 
in contracts of employment, symptoms will no doubt continue to 
appear of the clash between the interests of employers who wish 


to minimise the harm that can arise to them through information 


Dee ar eeanioal Tools Ltd. .v: Kollar [1968)), 190-R2 669 (CZAS) 


13054 F (2d.) 969 (Eighth circuit, 1967). 
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transferring to competitors and the interests of employees 

and the public at large in the employee being able to make 

use of his skill, knowledge and experience in other positions. 
The lack of recognition of this being a central issue is 
reflected in the fact that it is still not clearly resolved as 
to whether an employee may make use of matters in his hence.) 
If one approaches the problem with the view that trade secrets 
are in all circumstances worthy of protection, then no sensible 
distinction can be drawn between matters which need to be 
recorded and matters which a person with a retentive memory can 
take away without reducing the material to a durable form. If 
the opposite viewpoint is taken and restraints on the use of an 
employees ordinary skill, knowledge and experience are not 
acceptable, then if information is held in the memory due to 


continued association with the information this should be taken 


as a part of the "subjective'' knowledge of the employee. 


tt Some cases in which material retained in memory ey ee 


as part of employees own knowledge: Sir W.C. Lang & Co. 
Andrews [1909] 1 Ch.D. 763, 773; Morris v. Saxelby risi6) 


1 A.C. 668, 702; United Indigo Chemical Co. Ltd. v. Robinson 
(1932) 49 R.P.C. 178, 186; Sarkes Tarzian Inc. v. Audio 


Devices Inc. 166 F< Supp. 250 (S-D.. Calif 71958), 


To the opposite effect, dicta in Amber Size & Chemical Co. 
Ltd. v. Menzel [1913] 2 Ch.D. 239; British Celanese Ltd. 
ve, v. Moncrieff deff (1948) 65 RuP.C. 473 - Terrapin Ltd.. v. Builders 
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Of course this can lead to the occasional evidentiary 

problems but if material is of a detailed nature and it would 
seem unlikely that it would be retained in the memory through 
normal carrying out of employee functions, then a claim that 
memory alone was used can be rejected either because it is not 
believed that a memory could be so good or because it would 
have to be a deliberate use of memory for purposes other than 


the service of the eoolover ao 


There will be problems in permitting the 
normal use of memory but rejection of its use lead to even 
greater problems. Such problems could arise in an area that 
has been quite sensibly avoided - the use of knowledge of trade 
secrets to avoid pitfalls. Assume an engineer or some similarly 
skilled person has been engaged in a long series of tests to 
arrive at a practical solution to a problem. This solution may 
well be a trade secret on any criteria. If the engineer moves 
to another employer he may well be presented with the same problem. 
Will it be an unauthorised use of the trade secret if the engineer 
refrains from running the whole series of tests again because he 
remembers full-well the approaches that were failures? 

Supposing a court is pressed to make a decision on this matter 
it is hardly likely to order the tests to be continued so that 
the result can be rediscovered. Yet the alternative, namely 


permitting short cuts to be taken to the tests that the engineer 


pe A similar approach to this, although with a change in accent 


is to be found in Printers & Finishers Ltd. v. Holloway 
[ROG piekeeG. 239, 296. 
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remembers were fruitful will allow a rapid catch-up by the 
engineer's new employer. Unsatisfactory as the latter 
decision may be, it is the preferred decision and it will 
probably be reached with the justification that the employee 


will be making use of his ordinary skill and Br oenteneea 


A distinction has often emerged, generally 
implicitly, on the use of memory of names of customers by a 
person involved in direct customer contact. Strictly this would 
only be applicable where names have a confidential setvege tee 
Rather than permitting cases involved with these situations to 
confuse the issue as to what can be used by an employee in the 
way of ordinary skill and knowledge, it would seem preferable 
to regard the personal contacts as the essential factor that may 
be protected. Thus the ordinary skill and knowledge in technical 
matters may be seen to be parallel only to the knowledge of 
techniques useful in gaining and maintaining customers. These 
techniques should be available for use elsewherebut possibly the 


goodwill aspects tied up in direct contact with customers of the 


employer should remain with the employer. 


ue) For a case throwing up these types of problems but going 
the other way on material differences in facts Reid & 
Sigrist Ltd. v. Moss & Mechanism Ltd. (1932). 49 ReP.C. 46). 
134 


c.f. Greening Industries Ltd. v. Penny (1966)53 D.L.R. (2d.) 
643 (N.S.S.C.) where names of customers were held to be non 


confidential and hence no objection at all could be made to 
them being remembered. 
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There appears to be a trend, particularly 
in the United States of America to give greater accent to the 
need for an employee to make use of his ordinary skill, | 
knowledge and experience and the scope of these qualities is 
being interpreted more broadly. Initially regarded as an 
abberation from the normal rules, the approach taken in the case 


of Wexler v. Greenberg >> has been regarded with greater 


sympathy of latetaee As well as giving a reasonable breadth 


to an employee's skills, it was stated in this case that??? 


"Were we to measure the sentiment 

of the law by the weight of both 

English and American decisions in 

order to determine whether it favors 
protecting a business-man from certain 
forms of competition or protecting an 
individual in his unrestricted pursuit : 
of a livelihood, the balance would 
heavily the favor the latter. Indeed, 
even where the individual has to some 
extent assumed the risk of future 
restriction by express covenant, this 
Court will carefully scrutinize the 
covenant for reasonableness “in the light 
of the need of the employer for protection 
and the hardship of the restriction even 
the employees"." 


In a similar vein there is the following 


dicta in the Privy Council decision in Stenhouse Australia Ltd. 


Vv. Piiitips: 


135 169 A (2d.) 430 (Pa.Sup.Ct. 1960); 125 U.S.P.Q. 471. 


Vide: Winston Research Corp. v. Minnesota Mining & Mfg. Co. 
350 F (2d.) 134 (Ninth Circuit 1965); Metal Lubricants Co. 


v. Engineering Lubricators 411 F (2d.) 429 (Eighth Circuit 1969) 
Wilson Certified Foods Inc. v. Fairbury Food Products 370 F. Sup) 
1081 (Neb. 1974). 

137 160 A (2d.) 435 


138 [1974] 1 All E.R. 117, 122. 
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"The accepted proposition that an 

employer is not entitled to protection 
from mere competition by a former 

employee means that the employee is 
entitled to use to the full any personal 
skill or experience even if this has been 
acquired in the service of his employer: 

it is this freedom to use to the full a 
man's improving ability and talents which 
lies at the root of the policy of the law 
regarding this type of restraint. 

Leaving aside the case of misuse of trade 
secrets or confidential information 

(which is separately dealt with by Cl1.3 

of the agreement and which does not arise 
here), the employer's claim for protection 
must be based on the identification of 

some advantage or asset inherent in the 
business which can properly be regarded 

as, in a general sense, his property, and 
which it would be unjust to allow the 
employee to appropriate for his own 
purposes, even though he, the employee, 

may have contributed to its creation. For 
while it may be true that an employee is 
entitled - and is to be encouraged - to 
build up his own qualities of skill and 
experience, it is equally his duty to 
develop and improve his employer's business 
for the benefit of his employer. These two 
obligations interlock during his employment: 
after its termination they diverge and mark 
the boundary between what the employee may 
take with him and what he may legitimately 
be asked to leave behind to his employers." 


A disappointing aspect to this passage is 
that trade secrets are mentioned but are in no way defined. 
Definition was not necessary as they were not in any way relevant 
to the case because it involved an insurance broker's client 


contacts and it seems that trade secrets were mentioned only 
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because a standard form style of contract had been used. 

What is of main interest is the heavy accent given to the need 
to give scope to an employee's skill and experience. This may 
have the effect of limiting the scope of what may be 
categorised as ''trade secrets" which are susceptible to full 


retention by an employer. 


Such a trend would fall within the spirit of 


the much more rigorous approach to restraint of trade matters 
139 


since Esso Petroleum Co. Ltd. v. Harper's Garage (Stourport) Ltd. ~ 


The Esso case can be characterised as putting new life into the 
long dormant public interest consideration in Lord Macnaghten's 
test stated in the Nordenfelt case. Just as significant was the 
accent that Esso gave to balancing the interests of covenantee 

and covenantor rather than concentrating almost exclusively on the 
protection that a covenantee may reasonably require. As it was 
with the latter concentration that much of trade secret law 
emerged some change in priorities may arise on a reassessment in 


the light of the Esso case. 


A significant step beyond the decision taken 


in the Esso case was made in MacAulay (previously Instone) v. 


A. Schroeder Music Publishing Co. Ltd. 14° a decision of the 


House of Lords which has already been followed by the Court of 


139 11968] A.C. 269; [1967] 1 All] E.R. 699. 


140 11976] 1 W.L-R. 1308 
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Appeal in Clifford Davies Management Ltd. v. W.E.A. Records. a? 


In these cases what appears to have been the standard form 

used by music publishers in their agreements with composers 

came under examination. The key terms specified that the 
composer was to submit all musical compositions to the publisher 
over a five year period with the publisher to have copyright 
vested in him and the composer to be paid royalties on the use of 
the music if the publisher decided to use it. At the option of 
the publisher the agreement could be renewed for a further five 


years on the same terms at the end of a five year period. 


The House of Lords held that an agreement of 
this nature could be classified as one to which the doctrine 
against restraint of trade could be applied. This was an advance 
on the Esso case although not directly of relevance to the trade 
secret field. What is of relevance to trade secrets was the 
heavy accent given to the burdens that the agreement placed on 
the covenantor and the conclusion that such burdens were 


oppressive and therefore the restraints should not be enforced. 


It was in Morris v. paaeile ae that clear 
recognition was first given to the need to allow an employee 
the opportunity to use his "subjective" knowledge upon leaving 
an employer. But in recognising this, the terms were most 


guarded. Lord Parker stated that a weighing of the advantages 


141 51975] 1 W.L.R. 61. 
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accruing to the covenantor under a contract as against the 
disadvantages imposed upon him by the restraint was impractical 
and that a court would not consider the adequacy of the 
consideration in any particular easecnee It is quite clear 


from the MacAuley case that this limited perspective has been 


put aside. 


In MacAuley's case the plaintiff had argued 
that the terms of the agreement should be regarded as reasonable 
as they were quite usual terms in the trade. This had quite 
often been accepted in the past as persuasive and in the Esso 
case usual terms in the trade were examined when considering 
reasonableness. In MacAuley's case, however, it was stated that 
such an argument should be applicable only if it was shown that 
standard contract terms had emerged from arms' length negotiation 
between parties of comparable bargaining strength and this had 
not been demonstrated. A willingness to put aside contractual 
conditions when there is an inequality of bargaining power is 
indicated in a slightly different context in the Court of Appeal's 
decision in the case of Lloyds Bank Ltd. v. pence The thrust 
of this decision would find a ready application in situations 


where restraints may have oppressive characteristics. 


The extent to which the recent moves in England 
on restraint of trade matters will affect Canadtan courts is not 


known. After the Esso case was decided, the Supreme Court of 


143 11916 A.C. 688, 707 


144 64974] 3 WeL-R. 501; [1974] 3 All E.R. 757 
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Canada heard an appeal from the Quebec Court of Queen's 


Bench —- Appeal Side" in Canadian Factors Corporation Ltd. 


Vv. cameron” The case involved some very rigid restraints 
in the contract of employment of the office manager of a 
factoring concern. The Court of Queen's Bench, by a majority, 
decided against the defendant by an application of the Quebec 
Civil Code and by common law principles. lts decision was 
before the Esso case was decided, but Nordenfelt's case was 
discussed on the basis that it extinguished the rule making 
restraints of trade ein ee No specific comment was made 
on this perspective of the law in the judgment of Laskin J. in 
his majority decision for the Supreme Court in reversing the 
lower courts decision. Strangely, the Esso case was not 
mentioned in the Supreme Court's decision, although the decision 
is in accord with the approach of that case on both the 


interpretation of the relevant public order provisions of the 


Civil Code and on common law principles. 


An earlier decision of the Supreme Court of 
Canada which is based on misuse of confidential information 
implies an approach that could be adopted to avoid some of the 


difficulties arising in the trade secret - confidential 


information area. In Pre-cam Exploration & Development Ltd. 


145 (1967) 49 C.P.R. 101 (Quebec). 


146 11971] $.c.R. 148; 1.C.P.R. (2d.) 114; (1971) 18 D.L.R. 
(3d.) 374 
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Vv. Metaviaht o> the defendant had been engaged as an 


employee of the plaintiff to conduct some exploratory work 

on mineral claims. Whilst carrying out the work the 

defendant discovered that the mineralized zone appeared to 
continue beyond the currently staked claim. The defendant 

put in his resignation and then staked claims for himself in 
the areas where the mineralized zone continued. In the normal 
course these additional areas would have been staked for the 
defendant's employers in the name of the person who was paying 


for the exploration work to be carried out. 


At trial, it was held that the defendant had no 
right to stake the claims for himself and that they were 
acquired by him for his employer and hence for the person who 


had contracted with his employer. 


The defendant's appeal to the Saskatchewan Court 
of Appeal was pied te with it being held by a majority that 
there was no implied condition of the contract of employment 
placing the appellant in a fiduciary position such that any 
knowledge acquired in his employment could be used only for his 
employer after his employment terminated. This decision was 


dissented to by Hall J.A. and as the Supreme Court later agreed 


with his view the approach he took merits attention. 


148 (1966) 56 W.W.R. 697; [1966] S.C.R. 551; (1966) 57 D.L.R. 
(24.) 557 


a (1965) 53 W.W.R. 662; (1966) 55 D.L.R. (2d.) 69. 
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After making general remarks on the use of 
information gained in confidence, Hall J.A. referred to the 
sketch taken by the defendant during the time of employment 
and the way that advantage had been taken of his employer's 
previous work and expense in setting up the survey. He EES 

"While still employed he planned and prepared 

to stake the claims in question. The 

result of such planning dnd preparation was 

to defeat the whole purpose of (the plaintiff's) 

enterprise which was to stake the claims 

necessary.... (The defendant) thus used the 
term of employment to further his own 

interests in complete disregard of his 

employer. This was clearly a breach of his 

obligation to serve his employer with good 

faith and fidelity. The final act of staking, 
the culmination of the breach of obligation, 


is not made innocuous by the intervening 
formality of resignation." 


The Supreme Court of Canada in a judgment 
delivered for the court by Judson J. allowed the appeal and 
restored the judgment at trial. No cases are cited in the 
judgment with there being no explicit statements of law advanced. 
It was stated that the defendant could not use such information 
to his own advantage and as the severance of the employment could 
only be regarded as an empty formality the claims that had been 


staked were to be regarded as held in trust for the plaintiffs. 


This case could be characterised as one based on 
rules relating to confidential information with adaptions being 
available to trade secrets. It would seem more direct an approach 


however, to view the situations along the line which was selected 


150 ibid, p.670 
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by the Saskatchewan Court of Appeal and acted as the division 
between the majority and minority. That is, it should be a 
question of construction of the contractual obligations of the 
employee. This goes right back to where Robb v. Green’?+ 
started. What this would involve would be determination of 

what were the functions and duties of the employee (or agent 

or director of a company) and decide the way certain material 
should be handled in the light of these functions and duties. 

By such an approach one may become embroiled with difficulties 

in characterising the nature of the information at issue and 
determining the responsibilities of the employee with respect 

to this information. What would be avoided would be the approach 
that now brings so much confusion into the area because the 
initial objects of the exercise have been forgotten. That is, 
with a formula along the lines: all employees have an implied 
duty to use for the employer exclusively all X (= confidential 
information) and Y (=trade secrets), many problems occur as 
attempts are made to modify the nature of X and/or Y in order 

to avoid placing a burden on the employee that is too heavy in 
the circumstances and in order to avoid restraining trade to 

too great an extent. When a wide interpretation is given to X 
and/or Y in one context it tends to move into the digests and 
texts in that form and be applied to situations for which it 


was not initially designed. This is even without taking into 


151 11895] 2 Q.B. 315; supra 


cobalvts edd es besos ‘bas sacle ia? : * OD pnwedor: aes z : 

| e a¢ bivore 2f ,#f tent _ ented tie ode a . 
priy 99 “neotdegl ido” tavtouxaaoo add 10 laobindtd ales" fd 
| Fhagon9 4 ada arte of Adad es e 
% nokise taraiob ad biuew he boves! Seaenhuntis a8 io 
sivage to) sovolgas ois IW ‘emaelp bas : 

lebyes sm a23190) od cone va oe on 1 


7 ws katua M8 tw tibtetaes soa wee pag secregn mm tooe We 
Bin agowt ‘0 nos amvettt of fe sui heen nt ; : 
seeqhe’ add sovolqns site *9 estrts roman ‘srt ae 
danoxgqy ott Oe BE Uo, vabise! a Bhiow Je at Sete | 
edt pmuinoed pets sat oak noter'tacs ink agatid woo sets 


==. 


es teeth dip220qnpd bss avail gatoaane of to wsoetdo teaama 
qm re avad wseotyniy Ita Se 9 els ae 
“otsaab nag 2 bate lov Past: ae Pratl tO Sa as ote 
| eats) 7a Paes 
ne > aaa Se eee is vi te on ee a 
“ risen 209 98 8 (9 . . ge i “ pe soba’ 8  aalaela bhove.o3, a a 
Sill Caen’ ema, eas) 


x of sears gues a} cll’ Sahl TORE ROR, in " 
beg } eens Jian ba sands 12 tHt9%te0 sad snk Y xo\bos ae ; 
int Wt 408 obama o> Santas as Sib ays mt oe a eed 


| “a ucnaate Hove of eter ange dats iat on‘ a OE 


ii j oe 
S all aaa 4 he ad 
ei) 
ae ” : ra Tae. mt 
tae 


22i 


account the many situations other than employer - employee 


relationships to which these factors have heen applied. 


In the Pre-cam Exploration case itself one 


could put aside "confidential information" notions almost 
completely and ask what was the defendant's task as an 

employee? If one made the reply: to return to the employer 

the specific material requested; the conclusion then should 

be that the employee was free to use his additional observations 
for himself. It was this conclusion that, in effect, was 
reached by the majority of the Saskatchewan Court of Appeal. 

If instead one gives a different reply to the question and says 
that the function of the employee was to return to the employer 
with specific material together with material that a person with 
his functions could clearly see to be related to the performance 
of his employer, then one emerges with the same conclusion as 
the Supreme Court of Canada. This would be an approach closely 
related to rules used in the law of principal and agent. It 
would be similar to the old cases on unauthorised acts that were 
decided before the law on trade secrets and confidential 


information evolved as a supposedly separate branch of law. 


The recommended approach could be effectively 
applied to fact situations such as those arising in Cranleigh 


15:2 
Precision Engineering Ltd. v. Bryant. > The facts were 


ae [1965] 1 W.L.R. 1293; [1964] 3 All E.R. 289. 
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complicated, involving as they did squabbles that arose 

when the founder and managing director of a private company 
was squeezed out of the company by persons who were brought 

in for their capital. The defendant as managing director 

and inventor of improvements in above-ground swimming pools 
had made an application for a patent for the improvements. 

He had been told by the company's patent attorneys that the 
Patent Office had reported that the application was anticipated 
by an earlier patent. He said nothing of this to the other 
directors of the company. After termination of his connection 
with the plaintiff company, the defendant acquired the patent 
that had constituted an anticipation of his patent application. 
He then commenced manufacturing swimming pools in competition 
with his old company and, enjoying a momentary triumph, 
threatened infringement action against the plaintiff company 


for the pools it was manufacturing. 


The plaintiff company brought a successful 
action that had the result of pushing the defendant right out 
of the business and an order was granted preventing the defendant 
from using the patent he had acquired to bring an infringement 
action against the plaintiff. The result may be appropriate, 
but the route taken by Roskill J. to reach the result brought 
further mystery into the confused area of confidential information/ 


trade secrets. Inter alia it was necessary to rule that knowledge 
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of a published patent specification was confidential 

information when the knowledge was hela ty someone with the 
defendant's awareness of its implications. The application 

of the Saltman Engineering ‘>> case and its singularly 

apposite "springboard" test resulted in knowledge of various 
features of the plaintiff's pools (which had been marketed for 
some time) being characterised as information that the defendant 
was not permitted to use and so too was any knowledge of pricing 


and potential profits. 


A very real difficulty could have arisen with 
the approach adopted by Roskill J. if the defendant had, say, 
revealed to the other directors of the company the patent 
anticipation problems and the directors had refused to act. On 
the confidential information - trade secret approach the defendant 
would have still been prevented from doing as he did. Perhaps 
the situation would have become quite silly if the defendant 
had advised the directors of the patent problem, left the company 
and designed pools with characteristics that avoided infringing 
the patent which remained in the hands of the outside their person. 
If the plaintiff company then suffered a set-back due to infringe- 
ment action being taken it could be claimed by the company that 
the defendant had moved ahead in the market by using the information 
which Roskill J. characterised as information that could not be 


used by the defendant. The appropriate order in such 


153 (1948) 65 R.P.C. 203; [1964] 3 All E.R. 413; supre note 15. 
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an instance is not easy to envisage. 


It is submitted that a reasonable way around 
these problems would be to look to the duties of a managing 
director. It would seem that the defendant Bryant, as a 
managing director charged with the task of protecting the 
company's affairs, should be obligated to take whatever steps 
may be available in avoiding a potential patent infringement 
action. Reporting the matter to the other directors may have 
been sufficient to cover his minimum obligations. There is 
much law available on a company director's duties vis a vis the 
company and whilst application of the law to various fact 
situations may not be easy, it should be easier than inventing 
almost free-standing rules on confidential information and 


trade secrets. 


Much of the foregoing would return the law to 
the position towards the end of the nineteenth century as 
sketched under the heading 3. above "Evolution of Trade Secret 
Law". The de facto copyright cases of that time are to a large 
extent now embraced by modern Copyright legislation. Making 
copies of information, or the taking of charts, tables and 
other documents for the purposes of use elsewhere would very 
rarely be part of an employees duties and hence could not be 
authorised. Similarly, a special seeking-out of information 


that is not related to an employee's duties would constitute an 
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unauthorised act and, as in the old cases, use of such 
information would not be permitted. Any information acquired 
in the normal course of duties would become part of an 
employees ordinary skill, knowledge and experience that 
should only be restricted in use if such use would conflict 


with carrying out the task for which the employee was engaged. 


Such an approach would increase the transfer 
of information but use of patents where material is patentable 


could be used. 


Trade secrets may be handled differently in 
instances of sale of trade secrets, for here there are analogies 
to the sale of goodwill and some restraints on the vendor can be 


readily justified. 


Licensing of trade secrets is in an awkard 

middle ground in that in some instances the licensing will be 
close to situations where there is an outright sale and in other 
situations licensing will be closer to the employer - employee 
relationships. It will often be the case that a licensing of 
trade secrets will be done on the basis that the licensee will 
place his employees under an obligation not to reveal or use the 
secret elsewhere. The question of what is reasonable in licenses 
thus becomes closely related to what is reasonable in employer- 


employee restraints. 


It is unlikely that there would be any early 
clarification of the trade secret area if the matter is left to 


evolution of common law principles. Legislation would seem to 
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be necessary to erase some of the more deeply embedded common 
law principles that conflict with policies expressed and implied 
in the patent field and the field of competition policy. Clearly 
value judgments will be required as to what balance is desirable 
in an attempt to resolve these conflicts. Some of the problems 
to be faced in any proposed legislative intervention will now be 


briefly canvassed. 


ifs Possibility of Legislation on Trade Secrets 


Any legislation that may be contemplated in the 
trade secret field in Canada will have to conform with the 
dictates of the division of power between the Parliament and 
the Provinces set out in the British North America Act. The 
Parliament is clearly vested with powers to legislate on 
patents and, of course, has expressed these powers. The 
relevant clause of Section 91 of the B.N.A. Act is 22 which 
states "Patents of Invention and Discovery". What is meant 
by "and Discovery" is not known. It would be a forced con- 
struction, it seems, for the phrase to be read disjunctively 
from "Patents of Invention" but if such a construction was to 
be accepted, trade secrets could fall within it. There could 
be quite a strong argument made, however, that legislation 
could be validly made setting out the rights and limitations 
on the rights of trade secrets without adopting a disjunctive 


construction. 


In the U.S.A. it was held by the Sixth Circuit 


in the case of Kewanee Oil Co. v. Bicron Barodiaeions oe that 
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the federal power with respect to patents pre-empted the 

excuse by a state of legislation affecting trade secrets. This 
decision was reversed by the U.S. Supreme Coocesee In doing 

so, however, the Court was concerned with the issue of whether 

it was an implied aspect of the Federal patent power that matters 
that could be subject to patent prosecution could be protected 
by patents alone. It is possible that in the Canadian context 


the same result could emerge if the provinces introduced 


legislation protecting trade secrets. 


The relevant wrovinion. of the U.S. Constitution 


grants to the Congress the power - 
"To promote the Progress of Science and useful 
Arts, by securing for limited Times to Authors 


and Inventors the exclusive Right to their 
respective Writings and Discoveries sty 


The clear policy aspects built into this provision ("to promote") 
prompted an analysis of the function that could be served by 
patents and the limitations that may therefore be impliedly 
placed on trade secrets. What the Supreme Court was not 
required to determine was the status of state trade secret law 
if Congress specifically introduced legislation placing limits 
on trade secret rights. It would seem that it was open for 
Congress to enter this field to at least some extent and any 


state law inconsistent with such legislation would be invalid. 


155 416 v.s. 470 (1974) 
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Whilst paramountcy issues tend to be more complicated in 
Canada that they are in the U.S.A. the same result would 
possibly occur. This is providing that whatever trade 
secret law is introduced is within Parliament's powers and 
no explicit ruling in the U.S.A. gives any guidelines on 


how far the "patents" power may go. 


Trade secrets have some common features with ©: 
trade marks and the fact that Parliament's trade mark legislation 
has by and large survived, despite the lack of a specific 
clause in Section 91 covering trade marks augurs well. The 
recent decision of the Supreme Court of Canada in John A. 
MacDonald v. Vapor Canada Diaitedae. indicates that great care 
will need to be exercised in drafting valid legislation af 


trade secrets unless trade secrets can be brought within 


"patents of invention and discovery". 


The Vapor Canada case was based on Section 7(e) 
of the Trade Marks Act. This provision eocaetee 
"No person shall. 
(e) do any other act or adopt Bay other 
business practice contrary to honest inna eiae 


or commercial usage in Canada" 


The context in which this provision appears would seem to limit 
it to "passing-off" types of activity but nonetheless it had 
been interpreted by the Federal Court to include unauthorized 
use of trade secrets. The Supreme Court by examining the lack 


of any systematic way in which the provision could be enforced 


157 Judgment delivered 30 Jan. 1976, not yet reported 
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and the local nature of activities that it could embrace conclud- 
ed that it fell neither under the trade and commerce clause - 
§.91(2), or the criminal law - $.91(27). It would seem that 
setting up appropriate machinery for controlling trade secrets 


may avoid these problems. 


Whatever constitutional difficulties do lie in 
wait for legislation on trade secrets it would appear extremely 
desirable on the grounds canvassed earlier that trade secrets 
and patents be handled by the one body and hence interlocking 


legislation is desirable. 
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